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PREFACE 

^ 'X'HE essay that appears in the following 

1 pages is not a discussion of any theory of 
rt distribution. It is a brief effort to show 

'^ that the agencies which are used in distrib- 

"^ uting social income, and which are respon- 
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5 sible for the extremes in the social scale 
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arranged on the basis of possessions, have 
^ never been adopted by any rational action, 

but have come into use through fortuitous 
circumstances and have no moral basis. 
Because they have been incorporated into 
law and tacitly accepted by society, they 
give to the possessing classes an undue ad- 
vantage over the non-possessing classes, 
especially over our wage-earning people, re- 
ducing them to the position of economic 
slaves. The sources of wealth are outlined 
in an effort to show who deserve the values 
that flow from these sources. A chapter is 

devoted to each of the four usually accepted 

m 
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IV Preface 

agencies of distribution, showing that no one 
of them produces rational results. 

A fifth agency, that of service, is also 
considered, showing that through it those 
not interested in industrial operations secure 
some share of social income. It is also shown 
that this agency of service tends to a diffu- 
sion of wealth. In the last chapter public 
ownership is named as the source of per- 
manent improvement. 

B. C. M. 
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Our Irrational Distribution 

of Wealth 



CHAPTER I 
INTRODUCTION 

MEN have learned how to make valu- 
able things and how to make things 
valuable, but they have not yet solved the 
problem of the ownership of things. In 
economic language they have solved the 
problem of the production of wealth, but 
they do not know the rudiments of its dis- 
tribution. Those who have had the advan- 
tage in distribution have always secured the 
lion's share for themselves. While hand 
processes prevailed, in comparison with the 
shares of others this share was not so great as 
in this modem industrial age, since a larger 
percentage of the total product was given 
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as compensation for services. But when 
machine processes were introduced the lion's 
share increased enormously because machines 
work faster than men and do not get wages, 
and hence because the percentage of total 
product given in the form of wages to the 
reduced number of men was much smaller. 
When the lion's share increased to millions 
and the number of lions seemed to be unduly 
large the seriousness of the labor problem 
arrested attention. Investigation revealed 
the fact that while the wealth produced was 
being concentrated, a poverty problem was 
being forced upon society; that where the 
greatest wealth was found, there was foimd 
also the greatest poverty. When these 
conditions were recognized a change was de- 
manded, both by those who were suffering 
from them, and by others who were influ- 
enced by their sense of justice. 

The purpose of all reform movements is in 
the last analysis the correction of some 
evil or injustice resulting from ownership 
of the world's wealth. All true reforms are 
aimed wholly or 'in part at laws and institu- 
tions which determine this ownership, or at 
conditions resulting from it. Rockefellers, 
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Camegies, Vanderbilts, and Astors are prod- 
ucts of these conditions. They are not to 
blame for being multi-millionaires. They 
could n't help it. Society has produced them 
through certain institutions which it has 
without design established and perpetuated. 
Permanent improvement cannot be accom- 
plished by jailing these men. The roots of 
the evils which reformers seek to correct 
run back into institutions which existed 
long before there were any Astors or Vander- 
bilts, Camegies or Rockefellers. The fact 
that millionaires have been made in larger 
numbers than formerly is not due to any 
change in the method of making them. The 
same old method used for centuries is still 
used. But the old method produces dif- 
ferent results under different conditions. It 
is a method of distribution of wealth, not of 
its production. Through it millionaires and 
paupers are produced at the same time. 
It has been in vogue a thousand years, but 
in recent years the methods of producing 
wealth have been revolutionized, so that 
the amoimt produced in proportion to the 
number of workers engaged in producing it 
is enormously increased. The antiquated 
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method of dividing what is produced gives 
each workman substantially the same as 
formerly and produces millionaires out of the 
balance. Furthermore the methods 0£ con- 
ducting business enterprises have also been 
revolutionized. In the early part of the 
last century, the rule was the small business 
owned and controlled by one man. This 
was followed by the partnership in which 
two, or at most very few men combined 
their capital and conducted a business in 
which each shared in profits and losses accord- 
ing to the amount of his capital. The demand 
for larger amounts of capital for the conduct 
of still larger business enterprises continued 
to increase. When the number of partners 
increased beyond a certain point, the partner- 
ship fell to pieces from lack of harmony. The 
genius for invention produced the modem 
corporation to take its place. As these new 
business organizations adapted to supply 
modem demand for great aggregations of 
capital increased in number and power, 
competition among them rapidly increased 
also, until its wastes were so enormous that 
the directors of competing corporations saw 
that their interests w^re in combination. 
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This has led to the final stage, that of mon- 
opoly, where, in all important lines of pro- 
ductive enterprises, combination has taken 
place and monopolistic power in some degree 
has been secured. 

The old method of dividing the products 
of industry, never fit for use in any age, is 
totally \mfit for our day after so complete a 
revolution in the methods of producing 
and in the methods of conducting business. 
The method of dividing must also be revolu- 
tionized. In the following pages no discussion 
of any theory of distribution will be fotmd. 
Some things are said about distribution; an 
effort is made in tmtechnical language to 
show how men in actual practice divide 
among themselves the valuable things which 
they produce, together with what nature 
gives them ; merely a statement of facts and 
their bearing, together with some suggestions 
pointing towards improvement. Before we 
undertake this statement, it will be advan- 
tageous to take a cursory glance at the ways 
and means of producing wealth, at the sources 
from which wealth comes into being. 



CHAPTER II 
THE SOURCES OF WEALTH 

THE aim of this chapter will be to show 
how wealth comes into existence, and 
not how to get possession of it. It is no 
recipe for getting rich. In any statement 
of the sources of wealth there will be fre- 
quent occasion to use the word ** value." We 
are concerned with the word only as it is 
concerned with tangible goods, hence we 
must limit it to this field. In common par- 
lance the word is used to characterize many 
things which are not goods. For example, 
we speak of the value of an accomplishment, 
the value of an idea, the value of knowledge, 
and these certainly possess value of a kind, 
but not value in exchange as is meant when 
we are talking about goods. An accom- 
plishment or an idea may serve its possessor, 
and may be made to secure for him valuable 
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goods, but neither can be exchanged for 
something else as goods can be. The pos- 
sessor of goods can part with them, can give 
them up to another. Not so with an accom- 
phshment or an idea. Goods are of such a 
nature that they can demand something 
else in exchange for themselves. Not so with 
an accomplishment or an idea. These may 
demand something as compensation for their 
services but not in exchange for themselves. 
Their possessor can not part with them. 

Value must be distinguished from utility. 
If they were the same thing they would be 
the same in amount, they would increase 
or decrease at the same time and in the same 
degree, but they do not. For example, the 
value of a bushel of wheat was 90 cents four 
weeks ago, while yesterday it was $1.08, 
but its utility has not changed. Winter 
suits are being sold to-day in a certain cloth- 
ing establishment for $20 exact duplicates 
of which were sold three months ago in the 
early winter at $30. Their inherent utility 
has not changed. Air has great utility, but 
has no value in exchange. Value may be 
defined as that property of a commodity 
because of which that commodity can be 
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exchanged for something else; while its 
utility is its power to satisfy human wants. 
An estimate of this utility indicates the 
amount of value. The amotmt of value any 
commodity possesses, although determined 
by the balance of supply and demand, is 
always measured by somebody's estimate 
of its usefulness. It may be the estimate 
of an individual, or of a community, or of a 
world, but somebody's estimate of the 
amount of usefulness, of the weal it will con- 
fer upon him, is the amotmt of weal-th it 
possesses for him. The sum total of the 
values of all valuable things is the sum total 
of all wealth. These two terms " valuable 
things" and "wealth" are mutually inclu- 
sive, like two cirqles having the same centre 
and the same radius. Wealth then can be 
increased only by increasing the number of 
valuable things and by increasing the value 
of things already in existence. Herein are 
the sources of all wealth. 

All these sources fall into two classes: 
those subject to the volimtary control of men, 
and those not subject to such control. So 
far as the increase of the number of valuable 
things and the increase of the value of things 
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already in existence is due to deliberate 
effort of men, in that degree men have the 
power to produce wealth. On the other 
hand, so far as this increase is not due to 
such deliberate eflfort, in that degree wealth 
is produced without their volition, possibly 
in opposition to such volition. Such increase 
is due to causes over which individuals have 
no control. Manufacturing goods, trading 
and transporting them, are illustrations of 
deliberate production, since by doing these 
things the number of things is increased and 
the value of things is increased. But the 
increase in the value of city lots because of 
the growth of the city, the increase in the 
value of coal mines because of the increase 
of population, the increase in the value of a 
water power because of the public's need 
foi: its use, these are illustrations of the 
production of wealth without voluntary or 
purposive action. Such increase may take 
place even in spite of men's efforts to 
decrease such values. When the forces 
which produce these values are at work, 
an individual is as helpless in an effort 
to prevent them as he would be to stand 
on the shore at the approach of a tidal 
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wave and undertake to drive it back to 
sea. 

One or two illustrations will enable us to 
classify all deliberate efforts to produce 
wealth. For example, a tree stands in a 
forest five hundred miles from a market. 
Ask the owner of it at what he values it. He 
may say ten dollars. He fells the tree and 
cuts it into lumber. He would sell the lumber 
for fifteen dollars. The difference of five dol- 
lars shows his estimate of the increase of the 
value of the material in its changed form. 
He sends the lumber to the market five hun- 
dred miles away and sells it to the lumber 
dealer for twenty dollars. Later a customer 
pays the dealer thirty for it . The tree as nat- 
ure made it had value. That value was in- 
creased when the material in the tree had been 
so changed as to increase its usefulness ; still 
further increased when the material in its 
changed form had been transported from a 
place where it was less wanted to a place 
where it was more wanted ; yet still further 
increased when the ownership had been 
changed. Each increase of value meant an 
increase of wealth. In popular language 
wealth was produced. Through deliberate 
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action of men it was produced through the 
change of the form of the material, through 
the change of its place, and through the 
change of its ownership. 

Iron ore is taken out of the bed in which 
nature put it ; the iron is separated from other 
substances by smelting. It is refined into 
steel and cast into ingots. The ingots are 
rolled into steel rails, the rails are carried 
from the mill to the mountains or the plains 
and placed in the railroad tracks. The iron 
had a value while still in its bed, a greater 
value when separated from other substances, 
still greater when refined, yet still greater 
when rolled into rails, and its final greatest 
value when sold and placed where it is to be 
used. In changing iron ore as nature made 
it in the mountains into railroad tracks 
across the plains, men deliberately produce 
wealth at every step in the process by in- 
creasing the number of valuable things 
through changing the form of material, and 
by increasing the value of the things after 
they are made through changing their place, 
carrying them from where they are less 
wanted to a place where they are more 
wanted, and also through changing their 
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ownership from the hands of those who 
want them less to the hands of those who 
want them more. In other words, men 
through their deliberate actions create 
wealth by producing, transporting, and 
trading, the three great fields of human 
activity which are devoted to the produc- 
tion of wealth and which are subject to 
man's volition. Any illustration which can 
be named where men are by their own 
volition producing wealth can be classified 
in one of these three fields of activity. They 
are changing the form or place or relation 
of material. Some activities which are con- 
sidered important in modem life, at first 
sight might appear to be producing wealth 
although they are not changing the form 
or place or relation of material. Banking, 
insurance, and street railways are examples. 
On closer examination, all engaged in such 
activities will be found not to be producers 
but transferrers of wealth. They are getting 
wealth produced by others in return for a 
service they perform. The same is true 
of individuals, professional men for example. ' 
Some of them get rich, not, however, because 
they are producers of wealth, but because 
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they serve others who compensate them for 
their service. Their r61e is to serve, not to 
produce. 

The increase of values through the pro- 
duction and transportation of goods is 
recognized the world over, hence the great 
importance of these two departments of 
activity. These, however, are the external 
side of the matter which appears to us all, 
but they conceal behind their hurry and 
hustle a method of increasing the values of 
goods which does not appear on the surface, 
yet which next to making goods is most 
important and because of which all goods are 
transported. This method of producing 
values is the change of ownership to which 
reference has already been made but which 
deserves to be emphasized. The importance 
of change of ownership as a producer of 
values is lost sight of in the use of money in 
buying and. selling. The use of money as a 
convenience in making exchanges conceals 
the manner in which change of ownership 
increases values. An excellent illustration 
of such increase through change of owner- 
ship without the use of money is found 
in a trade made between two college boys 
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whose initials were C and M. C had a 
good dictionary and a poor watch, both of 
which he valued at about ten dollars. M had 
a poor dictionary and a good silver watch, 
both of which he valued at about the same. 
M wanted a good dictionary, and since he 
could n't afford to buy it he offered to trade 
his good watch and poor dictionary for C's 
poor watch and good dictionary. C preferred 
the better watch so much that he was willing 
to get along with the poor dictionary, so the 
trade was made. If M had been asked after 
the trade how much he would take for his 
new watch and dictionary he would have 
named some amount above the ten dollars 
at which he valued the ones he parted with. 
He might have said thirteen dollars. So C, 
who was not quite so anxious to trade yet 
preferred to do so, would perhaps have 
valued his new watch and dictionary at 
twelve dollars. The total wealth represented 
by the four articles before the trade was about 
twenty dollars. The total after the trade 
was about twenty-five dollars, an increase of 
wealth amounting to five dollars. Nothing 
has happened except change of ownership. 
In this is found the source of the increase 
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of wealth. As said above, the amotrnt of 
values is always measured by somebody's 
estimate of utilities. These college boys' 
estimates of the utilities of these four articles 
before the trade in terms of money would 
have been about twenty dollars; after the 
trade, about twenty-five dollars. The result 
would have been exactly the same if these 
boys had been strangers and hence had 
never made this trade, but had each sold 
to some other party his watch and dictionary 
and then by some chain of circumstances had 
bought with this money the same watch 
and dictionary which he secured in the trade. 
There would have been the same increase 
of wealth, but the source of this increase 
would have been lost sight of in selling and 
buying. 

In his great speech before Congress in 
1824 on the tariff delusion, Daniel Webster 
mentioned a trader who borrowed $70,000 
from a bank in Salem, Mass., and sailed with 
it to the Orient. There he bought goods 
with it. A part of these goods he sold in 
Europe and bought other goods there with 
the money received. On his return to 
America, he sold the goods bought in Europe 
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and the balance of those bought in the 
Orient, and, after defraying all expenses of 
the trip, deposited $170,000 in the bank, an 
increase of values amounting to $100,000. 
In the case of the college boys' trade, change 
of ownership was the only possible cause of 
increase of values, since there was no other 
change to which the increase could pos- 
sibly be attributed. In the case of the trader 
who bought goods in the Orient, there was 
change of place of the goods as well as 
change of ownership, so this increase of 
values amounting to $100,000 is due to both. 
Just what portion of it is due to change of 
place and what to change of ownership it is 
impossible to say. But it is evident that 
change of place would never have taken 
place if the trader had not been certain 
that change of ownership would also take 
place. Upon this certainty of change of 
ownership before or after goods are taken 
from a place where they are less wanted to a 
place where they are more wanted is built 
the whole structure of transportation facili- 
ties by land and sea. Hence it appears that 
of all the sources of wealth which are under 
the deliberate control of men, second in 
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importance only to the production of goods 
is the change of their ownership. 

These sources of wealth, the change of the 
form of material, change of its place, and 
change of its ownership, which are imder the 
deliberate control of men, might be indefi- 
nitely illustrated, but this is unnecessary. 
The sources of wealth which are not subject 
to man's control must also be illustrated. 
The one chief source which plays a most 
important part is the general increase of 
population. The increase of values from 
this cause which is most felt and most 
noticed is the increase of land values. The 
influence of increase of population is not 
limited, however, to land values, but the value 
of all things useful to the community will 
be increased whether they are products 
of nature or of man's exertions. A common 
illustration of this influence is the increase 
of the values of building lots in cities and 
towns which results from the increase of 
demand for them, because of the growth of 
the community. In these days of general 
attention to social and industrial questions, 
any lengthy statement of this influence as a 
source of wealth is unnecessary. An illus- 
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tration or two will suflfice to show the extent 
of the influence. Similar illustrations can 
be found in the growth of any prosperous 
city, or any growing country. 

According to the records of the Depart- 
ment of Taxes and Assessments of New York 
City, the increase of land values in the city, 
exclusive of buildings, during the ten years 
from 1890 to 1900, was $1,956,000,000. The 
net increase — that is, the increase over and 
above the cost of holding, in the form of taxes 
and interest on the money invested — ^is esti- 
mated at something over $1,000,000,000. 
This vast increase in land values has gone 
into the possession of those who during 
these ten years owned the land on which 
New York City stands. The Astor family 
is an oft-given illustration of the manner in 
which it is possible to roll up millions by 
simply getting possession of the values pro- 
duced by the growth of a community, without 
engaging in any productive industry, or 
without necessarily making any return what- 
soever to society. Soon after John Jacob 
Astor came to this country he began to buy 
land and the family have faithfully followed 
his example until to-day when their wealth 
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is estimated at about $500,000,000, chiefly 
the increase in land values because of the 
growth of New York City. Real-estate 
companies, in their efforts to influence people 
to invest money through them, are constantly 
forcing upon their attention this increase of 
wealth because of the growth of the city, 
and are always explaining to them that this 
increase is called the "imeamed increment 
for the reason that it costs its possessor 
absolutely nothing." As in New York so 
in the growth of every city and town, the 
increase in the values of land being in pro- 
portion to the size and importance of the 
city or town. 

As in city and town so in the rural parts 
of the world, even in the parts farthest re- 
moved from city and town, the increase of 
value being only in smaller degree and much 
modified by situation relative to railroads, 
cities, towns, etc. In a recent number of 
the Cosmopolitan, the general public are 
presented with a picture and sketch of the 
man who is there said to be the "richest man 
in America." He has been * 'acquiring tim- 
ber properties for fifty years." It matters 
not whether the possessor has acquired his 
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lands according to law or contrary to law, he 
gets for himself the increase in values. In 
a single deal this "richest man in America" 
and his sjmdicate are said to have scooped 
up $20,000,000 of values produced by the 
increase of population, and more is yet to 
come from this same one deal. Through his 
methods of quiet operation they are now 
said to be worth **billions," holding for sale 
when the proper time comes immense sec- 
tions of the people's lands amounting to six 
States like New Jersey. 

These two illustrations of enormous in- 
crease of wealth without deliberate effort to 
increase it are sufficient. Such increase is 
always because of the increase of demand 
for it by the people. From all this it appears 
that the sources of all wealth are to be found 
in the change of the form and place and 
relation of the material which nature has 
provided for the use of man. Wealth is 
produced when these changes take place, 
whether they take place through deliber- 
ate action on man's part or not ; and when it 
has been produced, the struggle among men 
is to get possession of it. 



CHAPTER III 

CAPITAL'S ILLEGITIMATE FUNCTION 
THE KEY TO DISTRIBUTION 

LAND, labor, and capital are the essential 
factors, and the onlv^Dnes, in all indus- 
trial operations which are conducted accord- 
ing to modem methods for producing or 
acquiring wealth. By land is meant all 
natural agents, resources, and forces which 
nature has provided without any assistance 
from man. By labor is meant any exercise 
of brain or muscle intelligently directed 
towards the creation of utilities. Capital 
may be defined as all those goods which have 
been produced by man's labor and are de- 
voted to producing or acquiring wealth. 
One chief function of land is to provide 
material out of which all valuable things 
are made, while the office performed by 
labor is to make these valuable things out of 
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this material. The function of all labor of 
brain or muscle employed in industrial 
operations can be summed up in one short 
sentence. It is to change the form and 
place of material. The real fimction of 
capital can be summed up in a still shorter 
sentence. It assists labor. Capital assists 
labor by bringing it and material together 
under such conditions as will enable it to 
operate upon material advantageously, as 
in the case of a factory where capital provides 
the building appropriately equipped with 
tools and machinery. It does not pay 
wages or pay for material or any of the 
running expenses. These are paid from 
the proceeds of the concern. In all extrac- 
tive industries, farming, mining, lumbering, 
etc., in all industries which are devoted to 
producing goods of any kind, capital as- 
sists labor in operating upon material 
as in manufacturing operations, and does 
nothing else. This is also true in all in- 
dustries devoted to the transportation of 
goods. Capital provides the railroads and 
steamships which assist labor in transport- 
ing goods from one place to another. The 
difference between manufactiuing industries 
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and those devoted to transporting goods, is 
that in the former capital assists labor in 
changing the form of material, and in the 
latter it assists in changing the place of 
material. To assist labor is its one and only 
legitimate function. Any other use to which 
it may be turned is absolutely non-essential, 
and from society's point of view any other 
function is illegitimate as well as non- 
essential. 

In these days of vast fortunes and immense 
aggregations of capital, it performs three 
distinct functions — one essential, two non- 
essential. One of its non-essential functions 
is concerned with the distribution of the 
products of industry, where its office is to 
get a portion of these products and turn it 
over to those who are so fortunate as to 
own the capital. This office of capital as a 
distributing agency will be discussed later. 
The other non-essential function is con- 
cerned with the production of goods. It is 
the control of the material out of which 
goods are made. The man who controls 
the raw material which goes into any factory 
to be worked up there, can determine 
whether that factory shall run or shut down. 



24 CapitaFs Illegitimate Function 

The factory may be perfect of its kind and 
workmen may stand waiting, but he is 
master of the situation. If his power of 
control extends to all the raw material 
required in a thousand factories, he is 
master of the thousand as easily as he is of the 
one. Suppose, for example, he is in control 
of all the copper mines of the world. He 
then is master of all manufacturing indus- 
tries where copper is essential for their 
operation. Give a man control of all iron 
mines and he has similar control of all activi- 
ties where iron is essential. Combine with 
this the control of all coal and coke fields, 
and you make him industrial dictator of the 
world. He becomes absolute master of one 
of the foundational industries and of all indus- 
tries and activities dependent upon it. He 
can determine whether any hammer in a 
steel mill shall work or be idle. He has the 
power not only to say whether a mill shall 
move or not, but he also has the absolute 
power to dictate the price of all iron and 
steel products whether steel rails or watch 
springs, and the price of all goods into 
which iron or steel enters as an essential 
part. Through the means of transportation 
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he can dictate the price of all goods trans- 
ported, even of fruits and vegetables. His 
power does not stop here. He is able to 
dictate the terms of distribution of all the 
wealth resulting from all iron and steel indus- 
tries and all other industries dependent upon 
them. As in one industry so in all, the 
master of the raw material is master of the 
industry, including the division of the prod- 
ucts after the industry has done its work. 

Since this is so, every important business 
enterprise which is dependent for its oper- 
ation upon raw materials, undertakes to 
control its own supply of that material, and 
the nearer their control is to nature the 
more complete it is. Hence the effort of 
the great business combinations commonly 
called trusts to get their feet on the ground. 
The monopolistic power of many of these 
combinations is secured in whole or in part 
through their control of the sources of supply 
of raw material. The organizers of the 
Steel Trust tmderstood this well when in 
securing their charter they inserted among 
the many objects for which the corporation 
was formed: **To acquire, own, lease, occupy, 
use, or develop any lands containing coal or 



26 CapitaFs Illegitimate Function 

iron, manganese, stone or other ores, or oil 
and any wood lands or other lands for any 
purpose of the company." In pursuance 
of this power they have acquired extensive 
iron-ore deposits covering great sections of 
three States, and immense acreages of coal 
and coke deposits covering great sections 
of five other States. With the exception of 
two of the smaller sections, all these deposits, 
located in eight different States, some of 
them a thousand miles apart, are connected 
by a network of railroads and steamboat 
lines owned and operated by the Trust. 
All the so-called capital invested in the pur- 
chase of these ore, coal, and coke deposits, 
and in the railroads and boat lines connect- 
ing them, is performing a function which is 
absolutely not essential to the processes of 
producing iron and steel products of any 
kind. All processes of production can be 
conducted in the same manner and with the 
same results, whether these mines and 
means of transportation are owned by the 
Steel Trust or by some other trust, or by 
the State, or by nobody. Ownership of all 
these by the Steel Trust carries with it 
absolute control of the sources of supply of 
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all their material, and hence it makes them 
masters of all the processes carried on in 
their hundreds of plants located in fifteen 
different States, and masters of all their 
products, including control over the dis- 
tribution of their values. The Trust con- 
trols something over seventy per cent, of all 
the steel and iron products made in this 
country. Assuming that the producers of 
the other thirty per cent, have a like control 
over their sources of supply, the conclusion 
we reach is that through this non-essential 
function of capital invested in natural re- 
sources and in means of their transportation, 
control of all iron and steel products of every 
description, made in this country, is secured. 
In such degree as this mastery over products 
is secured, in that degree the masters can 
dictate the terms of division among those 
who have contributed to their production, 
and the obsolete agencies still used by society 
for making the division, make them more 
complete masters of the products and assist 
them in making such division as they please. 
If any part of this legalized control is not 
exercised, it is because the managers of the 
industry have found it for their personal 
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advantage not to exercise this control to its 
full extent. If in some controversy with 
their employees they have given a little 
larger portion of the products in the form 
of wages, it has been because they thought 
it was for their own personal advantage to 
do so, and not because they were compelled 
to yield by any outside power or authority. 
If in securing loans on bond and mortgage 
they consent to pay out of the products 
of the industry six per cent, interest instead 
of five, it is because they think it is for their 
own personal interests to do so, and not 
because they are compelled by any ex- 
traneous authority. If they sacrifice a 
percentage of proceeds from products by 
lowering the price of goods, it is because 
they are serving their own interests by trying 
to head off competition from some other 
part of the world. So in exercising this con- 
trol they always use it as will serve their 
own personal interests best. But the control 
is complete and still in their hands, the con- 
trol secured through the non-essential, illegi- 
timate use of capital. As in the steel and 
iron industry, so in all manufacturing 
industries. 
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In agriculture, another great foundational 
industry, the same control over products 
is secured by this same non-essential use 
of capital. The first thing a farmer, for 
example, does is to buy a farm. In other 
words, he buys at one time all the raw material 
he is going to use in his business, whereas the 
manufacturer generally buys it from month 
to month or from year to year. But, as we 
have shown, the great manufacturing inter- 
ests imitate the farmer by buying up por- 
tions of the earth which contain the raw 
material they want to use, as in the case 
of the Steel Trust. They would all do it 
if they could. In the case of the farmer, 
since the methods of operation are so differ- 
ent, it is necessary for him to be in possession 
of all the raw material he is going to use 
while he is a farmer. So he buys it all at once 
and calls it his farm. On it he builds a 
house and bam, he builds fences and digs 
ditches if necessary, he buys seed and tools to 
work with. With the help of all this equip- 
ment of buildings, tools, seed, etc., he ap- 
plies his labor to his raw material and makes 
wheat and com and oats and fruits and 
vegetables. In this process the three essen- 
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tials found in all industrial processes perform 
exactly the same functions which they per- 
form in manufacturing processes. Nature 
provides the material, labor operates upon 
it, and capital performing its essential, legiti- 
mate office assists labor. In order that the 
farmer shall have control of the goods he 
makes, he, like the manufacturer, must con- 
trol the material which is nature's contribu- 
tion to the process. Upon it he must operate. 
The money invested in his farm, if called 
capital, is capital performing the same non- 
essential function as in manufacturing pro- 
cesses. Without this control the farmer 
would not be in control of the products of 
his farm, but the process of raising grain and 
fruits and vegetables could be carried on 
in exactly the same manner and with the 
same results whether the ground is owned 
by the farmer, or by his neighbor, or by the 
state, or by nobody. The process of pro- 
duction is exactly the same without re- 
gard to ownership. But if a second party 
owns the natural resource the control 
of the product is lost. Hence in order 
to secure control for himself the farmer 
buys the land. In doing this his so-called 
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capital is performing its non-essential 
function. 

The same situation exists in all lumbering 
operations. The so-called capital invested 
in the forest itself just as nature made it, 
without the equipment for working it, is 
performing its non-essential function and 
gives to the owners the control over the 
division of products. So in mining the man 
who owns the mines has control over every- 
thing taken out of them. 

It has thus far been assumed that control 
over division of products is secured only 
by ownership of the material, but this con- 
trol may imder certain conditions be just as 
effectual if secured through control of the 
means of. transportation, as in case of the 
anthracite coal-mines. When any outside 
power is able to dictate to me, if I am a 
mine-owner, the amount of my output, 
that power has gained control of the wealth- 
material I call mine. Through this power 
the railroad-owners have become owners 
of the anthracite coal-fields. If not the 
formal legal owners of all these fields, they 
have become such owners of most of them, 
and de facto owners of them all. In the early 
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history of the petroleum industry the concern 
now known as the Standard Oil Trust through 
its league with railroads secured control of 
the oil-fields, and in this manner built up 
that gigantic combination. It matters not 
how the control of the material is secured — 
whether through ownership, or through the 
means of transportation, or some other way : 
the important thing is the control. If this 
is secured through the means of transporta- 
tion, it is still accomplished through the 
illegitimate use of capital, since its legitimate 
use invested in railroads is to carry the 
goods of all men at equal rates for equal 
services, without favor or discrimination. 
This is expected of every railroad when 
its charter is given it by officials acting 
for the people. Whenever a railroad under- 
takes to control any industry, or to control 
the raw material used in any industry, or 
any natural resource, either for itself or for 
some favored shipper, capital is perform- 
ing an illegitimate function, a function not 
intended by its charter or the people who 
gave it. 

What this control of natural resources 
may mean is very vividly illustrated by 



The Key to Distribution 33 

ownership of the British Isles, where about 
44,000,000 people live. If we except land 
holdings of less than an acre 520,000 land- 
lords own the island of Great Britain, con- 
sisting of England, Scotland, and Wales. That 
is, they own all there is to be owned on and 
in this island out of which the wants of 
man can be supplied. If now Great Brit- 
ain were a little world by itself, or were 
so walled about as to prevent emigration 
to some other part of the world, the 520,000 
could starve to death the rest of its 39,000,- 
000 and have the sanction of law for their 
action. Such is the legalized power given 
by British law to British landlords. The ratio 
is one landowner to seventy-seven non-own- 
ers. That is, seventy-seven British subjects 
to whom British laws have denied access to 
land would be compelled to acknowledge 
their dependence upon and bow obedience 
to that one to whom these same laws have 
given the mastery over the means of exist- 
ence by conferring upon him ownership of 
nature's contribution to human happiness. 
Unhappy Ireland is one spot on earth 
where the cruelty of this power has been 
felt with all its force. Fortunately for Ire- 
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land it has not been walled about and thus 
cut ofiE from the rest of the world. A way 
of escape for many has been by emigra- 
tion to America. A most interesting fact in 
connection with British landlordism, and 
emigration to other lands resulting from it, is 
the following : During the decade from 1 885 
to 189s sixty-eight out of every himdred of 
the inmates admitted to New York City's 
pauper-houses were bom in the British Isles, 
sixty of them in Ireland. During this same 
decade thirty-five out of every himdred ad- 
mitted to New York City's public hospitals 
and thirty-five out of every hundred ad- 
mitted to the city's insane asylums were 
bom in Ireland. It would be puerile to 
deny any relation of cause and effect be- 
tween ownership of land in Ireland and 
Ireland's place in the pauper institutions 
of New York City. It is estimated that 
during the reign of Queen Victoria, 3,668,- 
000 persons were evicted by landlords in 
England, Scotland, and Wales, to say noth- 
ing of Ireland, and that 1,225,000 died of 
starvation. 

This control of natural resources represents 
the non-essential, the illegitimate use of capi- 
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tal which carries with it the absolute power 
over the division of the products of industry ; 
hence the undescribed and indescribable 
misery endured because of it. When people 
come to recognize the distinction between the 
legitimate and the illegitimate functions of 
capital in both the producing and the carry- 
ing industries, they will find some way of 
putting an end to this non-essential, this 
illegitimate function which results from ad- 
herence to traditional institutions fotinded 
in selfishness and maintained by force. 



CHAPTER IV 
BASIS OF DISTRIBUTION WRONG 

ADAM SMITH'S great work The Wealth 
of Nations, published in 1776, was a 
plea for industrial freedom. At that time 
industries in England were restricted and 
hampered in a thousand ways by legal enact- 
ments. He urged the abolition of all restric- 
tions upon labor and capital, and taught the 
doctrine that if all labor and capital were 
free to seek their own interests, the inter- 
ests of all classes would be secured. Hence 
to him there was no problem of distribu- 
tion. It was simply a problem of production. 
Arnold Toynbee, in his Industrial Revolu- 
tion, notes two conceptions woven into every 
argument of Adam Smith's work, namely, 
'* The belief in the supreme value of indi- 
vidual liberty, and the conviction that man's 

self-love is God's providence, that the indi- 

36 
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vidua! in pursuing his own interest is pro- 
moting the welfare of all/' Adam Smith's 
successors followed in his footsteps, and the 
so-called ** laissez-faire" doctrine was firmly 
established through the instruction given in 
the English universities and fully exempli- 
fied in English industry. This doctrine in 
plain language was to keep hands off from 
industry; the state must not interfere; let 
capitalists have absolute liberty; let work- 
men have the same liberty ; the final result 
will be the best interests of all. If this 
were sound doctrine, the matter of distri- 
bution of wealth would have taken care of 
itself and there would be no problem now to 
be solved. 

The fatal error in this teaching was, that 
in this free war, as Mr. Toynbee says, unequal 
industrial units were pitted against each 
other as if they were equal in their power 
to care for their own interests, capitalists 
against laborers, landowners against non- 
owners. In recent years the fearful results 
of this error have been seen, and a deter- 
mined and general revolt against the hands- 
off doctrine has followed. 

The first half-century of the industrial 
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freedom for which Adam Smith pleaded 
forms one of the most doleful chapters in 
English history, and proves the absolute 
falsity of the assumptions upon which this 
hands-off doctrine rests. Between the years 
1760 and 18 18, while population in England 
was increasing about 70 per cent., the * 'poor- 
rate" (money paid by the English Govern- 
ment in support of its poor) increased 530 
per cent. If it should be claimed that the 
introduction of machinery into the methods 
of production was the cause of the misery and 
suffering of this period, it can be replied that 
if this hands-off doctrine were sound, it would 
prove as true in a time of rapid progress as in 
a time of slower progress, and if it fails in 
time of rapid progress that is sufficient 
evidence of its falsity. Furthermore, the 
history of England since the half-century 
just mentioned, as well as our own recent 
history, has confirmed this conclusion. 

This same doctrine was made a part of the 
college and university instruction in America 
and has been exemplified in our industrial 
life. Any disposition on the part of govern- 
ment to control industry has been called 
** interference. '* Both England and the 
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United States, however, have learned by the 
disastrous consequences of this teaching, that 
it is a false assumption to hold that if every 
man seeks his own selfish ends in the produc- 
tion of wealth, the matter of distribution 
will take care of itself. This assumption 
might prove approximately true in a world 
of equal opportunities, or in a world inhab- 
ited by a high grade of angels. But it will 
never get within sight of the truth in a 
world of unequal opportunities inhabited by 
men. 

So long as this false assumption was be- 
lieved and taught there was of course no 
serious attention given to the question of dis- 
tribution, which it was supposed would take 
care of itself. Hence the thought and ener- 
gies of the nations have been absorbed in 
wealth-production. The time is now with 
us, however, when the problem of distribution 
demands attention, and governments are 
interfering in order to protect the weaker 
industrial units against the stronger. This 
movement has been seen in the United States 
during the last two decades in the increased 
amount of legislation intended to protect 
our laboring people from the encroachments 
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upon their rights by the capitalistic class. 
Until recently this movement has been 
practically unheeded by the millions of our 
population who belong to the great middle 
class. But during the last few years these 
same encroachments by the capitalistic class 
have been so severely felt by the middle class 
through the monopolistic power of trusts, 
that the whole coimtry has become aroused, 
and the distribution of wealth is now made 
a practical issue by the two great political 
parties. Their platforms do not call it an 
issue upon the ** distribution of wealth,** but 
such it is all the same, and both parties claim 
to be looking after the interests of the people. 
This is now the issue between these parties 
in a truer sense than ever before. Distribu- 
tion of social income is the question of the 
century. 

While the **laissez faire" doctrine pre- 
vailed, while the competitive system has 
been running its course, while the machine 
was being invented, improved, and applied 
to industry, the industrial world was being 
divided into two warring camps. In one 
camp were those who owned the land and the 
capital, in the other those who worked for 
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them. In the one camp were the industrial 
masters, in the other their subjects. Masters 
dictate, subjects submit. Under such cir- 
cumstances an irrational basis of dividing 
the results of industry is the expected thing. 
A rational basis would have been a surprise 
because not in keeping with selfishness, which 
in the masters' camp now has an opportunity. 
The expected thing happened. There was 
no counselling between the camps to deter- 
mine what would be a fair basis upon which 
to make the division. The element of sacri- 
fice or merit was not considered. It will 
probably always be impossible to adopt such 
a method of division as will give to every 
one his exact dues, but it is entirely practi- 
cable to adopt measures which will approx- 
imate justice. 

Distribution is now said to be on the basis 
of service, each receiving from the wealth 
produced in proportion to his contribution 
to its production. This of course is not 
true, but it sounds very plausible and seems 
to have secured the tacit approval of society, 
or at least of that part of society which is 
receiving a sufficiently large portion to 
make them comfortable or enable them to 
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wallow in luxury. Distribution on a basis 
of service seems to imply distribution ac- 
cording to merit. But a little careful con- 
sideration makes it evident that it is possible 
for one to perform a service in the production 
of wealth by loaning capital, or otherwise, 
without the least degree of merit attaching 
to it, or without the least moral claim on 
social income following from it. Take as 
an illustration the case of the baby which 
not long since inherited $7,000,000 through 
the death of some relative. Following the 
usual course the courts undoubtedly ap- 
pointed a trustee of this wealth. Suppose 
this trustee holds it invested in four per 
cent, bonds. This would secure an income 
for the baby of $280,000, which must be 
taken each year out of the values produced 
that year. Somebody produced these values. 
The baby didn't. Were not the baby's 
millions used in industrial enterprise some- 
where? Surely. But who produced the 
millions? The baby didn't. Through a 
traditional and irrational institution called 
inheritance the baby will be receiving an- 
nually $280,000 of values produced by 
others. In this we have an illustration of 
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what is going on everywhere, a sort of ser- 
vice without sacrifice, hence without merit, 
and compensation for such meritless service. 
Whenever the use of capital in social pro- 
duction means a sacrifice on the part of its 
owner, the service he is performing is mer- 
itorious and deserves reward. But when 
use of capital means no sacrifice on the part 
of its owner, his service to society is not 
meritorious and does not deserve reward. 
' This frequently happens when inherited 
wealth is loaned for some business enter- 
prise. It often happens in these days of 
great wealth that men, women, and children 
inherit millions to the production of which 
they have never made, the least contribu- 
tion, and perhaps they have never made 
contribution to social welfare in any form, 
yet society's stupid reverence for the tra- 
ditional gives these millions to them. One's 
sense of justice protests, and says that such 
unrestricted privileges of inheritance are 
wrong; that our inheritance laws must be 
recast and adapted to the changed con- 
ditions; that through them a large portion 
of social income is being secured by those 
who have no moral claim to it. 



44 Basis of Distribution Wrong 

There is the same lack of moral right to 
incomes received from stock-watering pro- 
cesses. For example the dividends paid an- 
nually on the fictitious securities issued by 
the railroads alone of this country amount 
to about $300,000,000. This enormous stun 
is paid out of social income, all of which 
is produced by somebody's sacrifice of time 
and vitality. Just how large a part of total 
social income is taken every year through 
this species of social robbery it is impossible 
to say. But the fact that it is large and 
growing larger necessitates radical changes 
in our method of distribution. 

Unrestricted inheritance privileges and 
stock-watering processes, however, are only 
two illustrations of many that might be 
named of the methods employed in securing 
tmeamed and tmdeserved portions of social 
income. Others are stock market gam- 
bling, use of monopolistic power, mimici- 
pal franchises, certain insurance practices, 
and many questionable business methods. 
When through any of these methods a man 
secures a portion of social income without 
sacrifice on his part commensurate with the 
amount received, he is getting something for 
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nothing, something which belongs to some- 
body else, hence does not belong to him. 
There can be no production of values with- 
out sacrifice. All wealth produced by the 
deliberate action of men should be divided 
among those who make the necessary sacri- 
fice, and as nearly as possible in proportion 
to the sacrifice made. The nearer we ap- 
proach to this the nearer we shall approx- 
imate justice. Distribution on the basis of 
service which involves sacrifice would cut 
out from any share in the products of in- 
dustry all social parasites, both the idle rich 
and tramps, and would set them to work, 
or give them an opportunity to fast. The 
world owes no man a living, but it does owe 
to every man an opportunity to ea^nti a 
living. Our method of dividing social in- 
come gives to a large and growing class of 
idle rich a living without the least return to 
society on their part. If this class could be 
eliminated a long stride towards the so- 
lution of the problem of distribution would 
be taken. 

Several attempts have been made to state 
in general terms the concentration of wealth 
in the United States which has resulted 
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from the agencies employed for its distribu- 
tion. One of these attempts was made in 
the early nineties by the late Charles B. 
Spahr, at that time an associate editor of 
the Outlook. He concluded that one per 
cent, of the families of the nation owned more 
than half of our national wealth. In other 
words, 125,000 families owned one half, and 
12,375,000 families owned the other half. 
He also concluded that of the 12,500,000 
families in the nation at that time 5,500,000 
were practically **propertyless." He ac- 
credited to each of these families average 
family possessions amoimting to about $150 
in the form of clothing and plain household 
goods. Mr. Spahr summed up his study of 
the distribution of incomes as follows: 

**It appears that the general distribution of 
incomes in the United States is wider and better 
than in most of the countries of western Europe. 
Despite this fact, however, one eighth of the 
families receive more than half of the aggregate 
income, and the richest one per cent, receives a 
larger income than the poorest fifty per cent. 
In fact this small class of wealthy property- 
owners receives from property alone as large an 
income as half of our population receive from 
property and labor.** 
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Mr. George K. Holmes, chief of the Bureau 
of Statistics of the Department of Agricul- 
ture, Washington, D. C, also published an 
estimate during the early nineties. He con- 
cluded that * * twenty per cent, of our national 
wealth is owned by three hundredths of 
one per cent, of the families; fifty-one per 
cent, by nine per cent, of the families not 
including the millionaires; seventy-one per 
cent, by nine per cent, of the families includ- 
ing the millionaires; and twenty-nine per 
cent, by ninety-one per cent, of the fami- 
lies." Again he says: **As little as five per 
cent, of the nation's wealth is owned by 
fifty- two per cent, of the families. Finally, 
4047 families possess about seven tenths as 
much as do 11,593,887 families." 

The same forces leading to concentration 
which were in operation up to the time when 
these estimates were made have been in 
operation since that time, and with increased 
activity and increased scope for this activity, 
as is evidenced by the great number of com- 
binations with greater or less monopolis- 
tic power that have been organized in all 
departments of industry since that time. 
The inequalities are greater to-day than ever. 
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A recent estimate of Mr. Lucien Sanial, 
a life-long student of social conditions, is 
full of interest in all its details, but we give 
room for his summary of conclusions only. 
He concludes that of the $95,000,000,000 
which constituted the national wealth in 
1900, the 250,251 wealthiest men possessed 
$67,000,000,000; the 8,429,845 persons who 
compose the middle class possessed $24,000,- 
000,000 ; while the poorer classes, composed 
of 20,393,137 persons, owned only $4,000,- 
000,000. In this enumeration of population 
only those **ten years and over reported as 
occupied" are included. Of the wealth 
produced in 1900, estimated at $24,500,000,- 
000, Mr. Sanial concludes that 23.74 per 
cent, went to productive workers, while 
76.26 per cent, went to non-producers and 
exploiters. 

None of these three men claim scientific 
accuracy for their figures. They claim only 
that they approximate the truth. As ap- 
proximations to the truth they certainly 
contain material for reflection whatever may 
be our fair criticisms on them. Everybody 
knows that enormous wealth is amassed in 
the hands of a comparatively few men) 
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every impartial student believes that such 
concentration is a hindrance to healthy 
social growth, hence a menace to social 
welfare. In it is developing a species of 
anarchism not yet generally recognized, 
but far more destructive of democratic 
government then the bomb-throwing type. 
We have already said we know how to 
produce wealth, but we know nothing about 
its equitable distribution. The above es- 
timates of the results of the utterly irra- 
tional agencies employed by society for 
dividing the products of industry, although 
they may be overdrawn, yet they show 
the necessity of attention to this side 
of our economic life. Not that we have a 
nest of pirates and robbers that must be 
routed. There are not many of us who 
would refuse to be of the number. Some of 
them are robbers, intentional robbers, and 
deliberately plunder the public. Samples 
of these plunderers of the public have been 
introduced to the world in public print 
during the last two or three years through 
insurance and railroad investigations, but 
these are exceptions. Most of our million- 
aires are simply lucky, and society is paying 
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for their luck, and society must continue to 
pay for that luck until agencies used for divid- 
ing the products of industry shall be so mod- 
ified that an accumulation of millions in the 
hands of one person will be an impossibility, 
and that a general diffusion according to 
merit will result. I have said that many 
are rich through luck. This is veritably 
true. Many are rich through inheritance, 
and all inheritance is luck so far as the man 
who inherits is concerned. Many are rich 
through stock-gambling, a large element of 
which is luck. But aside from these kinds 
of luck many men become rich through al- 
lowed ** business'* methods, in which the ele- 
ment of luck plays its part, in some cases 
the degree of luck being greater than in 
others. For example, if one's business is 
the manufacturing of some fad for a fad- 
crazy public, this is the element of luck in 
his success. A resident of the city of Pitts- 
burg, the city of steel, of wealth, and of 
many mansions, after pointing out the 
homes of many millionaires who picked up 
their millions in oil and steel, said to the man 
at his side, **Lots of these men can't help 
being rich." To one who knows how for- 
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tunes have been made in these industries 
during the period of their rapid development 
this comes simply as a statement of a known 
fact. 

Some months ago in New York before 
the Steel Institute Mr. Carnegie divided men 
into three classes: first, ** those who go through 
life doing a good work, but who do not get 
the reward they deserve'*; second, ** those 
who do a great work and who are appre- 
ciated"; and third, ** those who do a great 
work, and who really feel and know that 
they have received more than ten times more 
recognition than they were entitled to.*' 
Mr. Carnegie put himself into this last 
class. He knows he has never merited all 
his millions and is frank and honest enough 
to openly acknowledge it. 

What contrasts! While recently visiting 
blast furnaces owned by the Steel Trust, 
my companion, our guide, and myself ap- 
proached a huge furnace out of which tons 
of molten iron were being drawn and run 
into huge ladles, a series of which on trucks 
formed a train of cars. Men stood by this 
furnace attending to their duties. When 
we approached the heat was so intense that 
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my companion and our guide turned back. 
I thought, if those men can work there for 
hours I can stand it for a minute, so I stepped 
up to one of them and said: **What do you 
get for living in this heat?" He replied: 
*'$i.73 a day." Notice! A dollar and 
seventy-three cents, not $1.75 or $1.80, even 
change, but $1.73 for living in physical 
torment. For steel magnates this is fine 
discrimination. I turned to another man 
who was controlling the flow of molten iron 
and in other ways superintending the fur- 
nace. I afterwards learned that he was 
superintendent of three such furnaces. His 
face was leathery. He stood scantily dad, 
with perspiration oozing from every pore. 
I asked: **What wages are you paid for your 
services in this heat?" He replied, **Well, 
sir, if I were paid $10.00 a day I wotild n*t 
be half paid, wotild I?" I shook my head, 
and he continued, **Well, I get $2.50." 
''For how many hours?" I asked. ''Well," 
he replied, "you see I 'm on one month in the 
daytime and the next month in the night. 
For one month I 'm on eleven hours a day, 
and the night run, thirteen. And when 
I shift from my day run to my night run, I am 
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on one day for twenty-four hours." Here 
is a man considered by the officials suffi- 
ciently capable and sufficiently trustworthy 
to superintend three of these smelting fur- 
naces, and receives for eleven (or thirteen) 
hours of labor and endurance the sum of 
$2.50. While this conversation was going 
on my companion in conversation with 
some other men who were taking a little 
respite from the heat where they were 
shielded from it said: ** You have a pretty 
hot berth here." **Yes," one of them 
replied, **but there is one consolation in it, 
when we get through with this world they 
can't punish us any in the next." 

The above conversation may be taken for 
what it is worth. It interested me in the 
matter of wages paid in the iron and steel 
business and led me to make some investiga- 
tion. According to the Bulletin of the Bureau 
of Labor J Department of Commerce and Labor, 
Washington, D. C, for July, 1906, the average 
wage paid throughout the United States to 
blast furnace workers for the year 1905, when 
the iron and steel business was booming, was 
16.9 cents per hour. Blast furnace men are 
a class by themselves. Fortunately some 
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other classes are much better paid. Accord- 
ing to this same authority the average paid 
the same year throughout the United States 
to blowers, melters, and pourers, who repre- 
sent the highest skill employed about the 
Bessemer converters, was 50.5 cents per hour, 
and that paid to heaters, rollers, and roughers, 
who represent the highest skill employed 
about the rolling mills, was 63.6 cents per 
hour. This is a much better wage than that 
received by the blast furnace men, but the 
highest paid is utterly inadequate compensa- 
tion for the service performed, when the 
skill and experience required, the unhealthy 
conditions endured, and the enormous profits 
made are all taken into consideration. 

Authorized statements made by the United 
States Steel Corporation in its first annual 
report, and by the Carnegie Company before 
it was absorbed by the Trust, indicate that 
Mr. Carnegie retired from business with 
bonds in his pocket sufficient to give him a 
personal annual income, apart from that of 
other members of his family, of nearly 
$11,000,000. This is the way the thing we 
call civilization distributes wealth. Who 
produces this vast income? Or does it just 
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come without being produced as some people 
seem to think ? Or does the Great Dweller in 
the skies drop it down to Mr. Carnegie to take 
care of? Somebody produces it. It does 
not produce itself. What about the man 
at the furnace getting $1.73 per day for 
working in hell? What about the other 
man who gets $2.50 for superintending 
three furnaces in the same place? 

Another illustration of the results of the 
agencies employed by society in distributing 
the products of industry is found in the 
sugar-refining business. The Sugar Trust 
was first organized in 1887. As reorganized 
in 1891 it is capitalized at $90,000,000, half 
of which is preferred stock and receives 7 per 
cent, dividend. The other half is common 
stock which receives from 7 per cent, to 1 2 
per cent, dividends. A fair valuation for all 
the Trust's realty, plants, etc., is $35,000,000. 
It is often estimated even below this. This 
leaves 55,000,000 of water, 45,000,000 of 
which as common stock received 1 2 per cent, 
dividend each year from 1894 to 1900 and 
the other 10,000,000 received 7 per cent. The 
dividend each year on water wais approxi- 
mately $6,000,000. During this period of 



56 Basis of Distribution Wrong 

six years the total dividends on water 
amounted to 36,000,000 dollars, gold dollars, 
paid on 55,000,000 of water. Who pro- 
duced the value of these 36,000,000 gold 
dollars? Have they got a peculiar kind of 
press in these refineries which will squeeze 
gold dollars out of water or air? Did the 
Great Dweller in the skies drop it down to 
Mr. Havemeyer to care for? He was the 
man who said to our government's com- 
mission appointed to investigate the business 
of such men, **I do not care two cents for 
your ethics,''* that it was perfectly proper 
and right to plunder the public. He said 
that wages in sugar refining range from 
$1.35 to $1.50 per day of eight hours in 
summer, and ten in winter. 2 He also said 
that the * * normal heat of a refinery is 90 
degrees; there are places, where the sugar 
is dried, where it runs up to no degrees." 
He adds: **They [the workmen] rather like 
it. They perspire freely and do not feel it. 
They drink a great deal of beer and that 



« See Report of Industrial Commission^ vol. i., p. 1 1 8 of 
Testimony. 

a Ihid., vol. i., p. 128 of Testimony. 
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tends to promote perspiration."^ In plain 
English, the workmen in a sugar refinery 
swelter in a temperature ranging from 90 
to no degrees, are provided by the company 
with all the beer they want [but the men 
pay for it] to enable them to endure the heat 
eight hours a day in summer, and ten in 
winter. Who produced the $36,000,000 paid 
in dividends on air between 1894 and 1900, 
to say nothing of many more millions paid 
on the same air before 1894 and since 1900? 
What about the man sweltering in the heat 
of the refineries during those years? At the 
higher limit of wages named by Mr. Have- 
meyer, working three hundred days in a year, 
in order to secure the amotmt paid in six 
years as dividends on air only, to say nothing 
of the 7 per cent, dividends paid on actual 
values represented in property, a thousand 
men must swelter in the heat for eighty 
years. This again is a specimen of the results 
of the way civilized ( ?) society distributes the 
products of industry. 

One more illustration of these irrational 
methods is seen in the organization of the 

> See Report of Industrial Commission^ vol. i., p. 139 of 
Testimony. 
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Steel Trust. Mr. J. Pierpont Morgan or- 
ganized the syndicate to provide the cash 
necessary to man the Trust. He acted as 
their agent in organizing the Trust and was 
to receive, as it has been generally under- 
stood, 20 per cent, of whatever the syndicate 
should get out of the deal. The Trust 
was organized with a capitalization of 
$1,100,000,000, one half of it, $550,000,000, 
preferred stock, the other half common. 
The syndicate furnished $25,000,000 in 
money, and took as their reward 649,987 
shares of preferred stock and a like number 
of common shares. ^ The preferred sold 
to-day at 102 and the common at 35. 
In the market to-day the syndicate's stock 
is worth $90,000,000. They furnished $25,- 
000,000 in money. Subtract this and $3 ,000,- 
000 more for expenses in organizing from 
$90,000,000 and we have $62,000,000, which 
represents the syndicate's profit, if sold at 
prices which have prevailed in the market 
to-day. Mr. Morgan, as it has been generally 
understood, received 20 per cent, of this 
amount as his fee for acting as the syndi- 

» See Syndicate's final report to the Trust, and the 
Trust's First Annual Report. 
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cate's agent. Twenty per cent, of $62 ,000,000 
is $12,400,000. This means that Mr. Morgan 
could have exchanged to-day the stock 
which he received for his services in 
organizing the Trust, for 12,400,000 gold 
dollars. This does not include the value of 
the stock which he received as a member of 
the S5nidicate in return for the portion of 
the $25,000,000 which he furnished. 

If a laborer working at the average wage 
paid in the steel industry had undertaken 
to earn the same amount, and had started 
out when according to the Church's teaching 
Adam and Eve were in the Garden of Eden, 
and had worked three hundred days every 
year since, he would be at it still, and 
would have fifteen thousand years yet 
to work. To earn the amount necessary 
to pay dividends on the Steel Trust's stock 
and interest on its bonds for one year, 
working three himdred days in the year 
at the average wage paid in the steel 
industry, four thousand men would 
be compelled to work their entire 
lifetime. 

Not long since a slum worker was found 
working for five-elevenths of a cent an hour. 
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Not long since a standard oil magnate said : 
**My problem is to know how to sink my 
stirplus." 

This is the mill that makes anarchists I 



CHAPTER V 
LAND-RENT— A GRATUITY 

BEFORE entering upon a consideration 
of land-rent, a word will be in place 
in explanation of the separation of land-rent 
and interest. In practical business life no 
such separation is made. Why make it 
here? In our brief presentation of the 
sources of wealth we found that in all in- 
dustrial operations there were always and 
everywhere three essential factors and only 
three, namely, nature's contribution in the 
form of material (and forces), the labor of 
man in making use of this material, and 
capital assisting labor. Here are three en- 
tirely distinct factors. Any profitable dis- 
cussion of compensation received for the 
services performed by these three factors 
necessitates their separation in discussion 
as they are separated in fact. To ignore 

this separation would lead to confusion, 

6x 
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Those who own natural resources and allow 
them to be used in the production of wealth, 
perform a service and receive compensation 
for this particular service. Likewise those 
who own capital and use it in production, or 
allow others to use it. The one receives 
land-rent, the other receives interest. The 
same man may own both and receive rent 
and interest, in which case his income is 
from two sources although he may not 
recognize this dual source. 

Since of the three essential factors land 
is the most fundamental, compensation 
for its use will be considered first. This 
word rent is not used here in its ordinary 
sense to denote what is paid for the use of a 
house or other building, but rather to denote 
what is paid for the use of land, any natural 
agent or resource. Suppose I am living in 
another man's house and pay him $30 a 
month for this privilege. I call him my 
land-lord. Why land-lord ? Why not house- 
lord? We say we pay our land-lords for 
living in their houses. Strictly this is 
incorrect. The portion of the $30 which 
would be considered fair compensation for 
the use of the ground on which the house 
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stands is rent, but the balance which is 
compensation for the use of the house is 
interest. The money paid for building the 
house is capital, or in other words the house 
represents capital, hence what is paid for the 
use of the house is interest. Whatever 
is paid for the use of improvements of any 
kind whatsoever upon land, such as houses, 
bams, fences, ditches, etc., is interest and not 
rent since all improvements represent cap- 
ital. Rent may be tentatively defined here 
as that which is paid, or which one can 
afford to pay, for the use of natural agents 
of any kind whatsoever, whether it is farm 
land, city lots, water power, mines, forests, 
fisheries, or any other form of resource con- 
tributed by nature, in its natural condition 
without improvements of any kind. This 
distinction between rent and interest is 
important. 

Our first effort in discussing rent will be 
to illustrate what it is, and at the same time 
to show how it comes into existence. The 
following series of parallelograms will assist 
in this illustration, which holds good in the 
case of all kinds of natural resources, al- 
though applied here to farm lands. The 
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illustration will be adapted to a colony of 
a thousand people who go into a new territory 
with its varied resources, and large enough 
to support many thousands. 

ILLUSTRATING RENT 

Let the parallelogram marked A represent 
the product in the form of wheat from an 
acre of ground in this new territory after 
the expenditure of a given amotmt of labor 
and capital. 




Let the parallelogram marked B represent 
the product of an acre of a somewhat poorer 
grade of land after the expenditure of the 
same amoimt of labor and capital. Paral- 
lelograms C, D, and E will represent the 
product of an acre of each of three other 
grades resulting from the same expenditure 
of labor and capital. 

Suppose after the expenditure of the same 



Land-Rent — ^a Gratuity 65 

labor and capital, of this * * unit of productive 
power," on an acre of each of these five 
grades of land, the product shall be 24, 21, 
18, 15, and 12 bushels respectively. For 
wheat-raising purposes the colonists will of 
course from the first seek the best wheat 
lands. We will assume that they at first 
cultivate the best, that on which they can 
raise twenty-four bushels per acre in return 
for the unit of productive power. In a field 
of open competition such as generally exists 
in new territory the price of wheat will be 
fixed at the money cost of producing it, 
which we will interpret to embrace a fair 
compensation, both a fair return to the 
man who does the work whether he is the 
owner of the land or not, and a fair interest 
on any capital employed in its cultivation. 
If now the cost of cultivating an acre is $24, 
the wheat raised on this best grade must 
be sold at $1 per bushel, and this will be 
the price of wheat so long as all the wheat 
that is needed can be raised on this best 
grade. Assuming that all which is needed 
by our thousand colonists and no more, 
can be supplied from this one grade, we have 
a condition in which no rent appears, and 
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which will serve as a starting point from 
which we may proceed to answer the ques- 
tions, What is rent? and How does it come 
into existence? 

This condition will remain the same so 
long as demand for wheat remains the same, 
and so long as the demand can be supplied 
from this one grade of land. But suppose 
the colonists increase to 1500. This means 
that demand has now increased so much 
that this one grade can not supply what is 
needed, hence the next best grade will be 
called into use. But it will not be cultivated 
while the price is $1 per bushel. At that 
price only $21 will be received for the labor 
and capital required for the cultivation of 
an acre, but we have assumed above that 
it costs $24 to cultivate an acre. It is 
evident that the second grade will not be 
cultivated until $24 can be received for the 
cultivation of each acre of this grade. This 
will be when twenty-one bushels can be sold 
for $24, which means that the second grade 
will be cultivated when demand for wheat 
has driven its price up to $1.14 per bushel. 
When this is the price it just pays a fair com- 
pensation for cultivating the second grade, 
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as it just paid to cultivate the first grade 
when the price was $1. 

When it just pays to cultivate the second 
grade it more than pays to cultivate the 
first. The amoimt of product above that 
which would just pay expenses on the first 
grade is indicated by the portion of the 
parallelogram marked A which is above 
the dotted line a 6, which would be 3 bushels 
since 21 bushels will pay $24. This surplus 
above cost of production expressed in terms 
of product is 3 bushels per acre, but 
expressed in terms of money it would be 
$3.42, the value of the 3 bushels at 
$1.14 per bushel. While wheat sold for 
$1, and the return from an acre was only 
$24, the owner himself must cultivate it, 
since no one not its owner could aflford to 
pay anything for its use. But when the 
demand for wheat increases so as to raise 
its price to $1.14, a man not its owner can 
afford to cultivate it and pay its owner 
the surplus above cost of production. We 
have seen that 21 bushels at $1.14 will pay 
the man who cultivates it a fair compensa- 
tion and he will have a surplus of 3 bushels 
or of $3.42, which he can aflford to return to 
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the owner. On the other hand the owner can 
exact this surplus from a non-owner who 
may wish to work the ground for him. The 
word rent, which means a return, is applied 
to this surplus which is returned to the 
owner for the use of his land. Rent then 
may be defined in theory as that surplus 
portion of the product secured from any 
natural resource above the cost of cultivation 
or operation. In practice it may be defined 
as that which is paid for the use of any 
natural resource distinguished as above from 
any improvement on the same. In practice 
rent will always approximate the surplus 
above the cost of production. 

Here then is the definition of rent, and 
the question How does rent come into ex- 
istence? is answered. Before we comment 
on this last point let us go one more step 
in the development of our colony. Suppose 
the colonists have increased to 2500, that 
the second grade of land is exhausted, and 
the demand for wheat cannot be supplied 
by the first and second. When will the 
third or 18 -bushel grade be cultivated ? When 
it pays. When will it pay? When 18 bushels 
can be sold for $24, because it costs $24 to 
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cultivate an acre. Only then will a man 
get a fair living return. This will be when 
demand forces the price up to $1 .33 J. When 
wheat comes to this price demand will be 
supplied by the use of the first three grades. 
But when this is the price it will more than 
pay to cultivate the second, or the 21 -bushel 
grade. The surplus on this second grade 
expressed in product will be three bushels, 
the portion of parallelogram B above line 
e f. Expressed in money it will be three 
times $1.33^, or $4.00. 

This surplus a man not the owner cotild 
pay the owner, and still make a living on this 
second grade of land. While this surplus 
of $4 per acre above cost of cultivating the 
second grade is coming into existence, the 
surplus of the first or 24-bushel grade has 
increased from 3 to 6 bushels, indicated 
above the line c din parallelogram A, which 
at the market price of $1.33 J will sell for $8. 
So the process will continue ; as the demand 
for wheat increases more and more land will 
be cultivated for wheat-raising, which gener- 
ally means that poorer and poorer grades 
will be used. Whenever a poorer grade 
comes into use for the first time, rent comes 
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ir;V> exivt>eaxier oo the next bertergiMe, mfcese 
it J.^ n^X been i>efore, and the rent cc the 
%vM J>rtter gr^uii^ is ocjcstantly increassg. 
What is the catse of rent? The iccxease 
m the i>nce oC the prodmct appears to cause 
it. But i^-faat catises the inciease ot prke? 
Thf^ fact that the demand for the product 
increaKai faster tiian its supply. But ixhat 
cauj$e» this faster increase ol demand? The 
growth of the community. In the seardi 
for an economic cause we cannot go back 
of this. Then we conclude that rent is a 
direct result of the growth of the community. 
No man can by his own unassisted effort 
bring rent into existence, or increase the 
rent of bis land. If he says he can make 
bin ground produce more by fertilizing it, 
and hence rent it for more money, he is 
simply to be reminded of the distinction 
already made between rent and interest. 
The fertilizer is an ** improvement," so that 
its cost and the cost of its application to the 
land represent capital. And any additional 
return that may seem to come in the form 
of rent from the land because of the fertilizer 
is in reality interest on capital. All return 
which comes from any sort of improvement is 
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interest, with which we are not now at all con- 
cerned. Any return for any deliberate outlay 
on the part of an individual to secure greater 
returns is interest or wages and not rent. 

If private ownership is practised in our 
colony, as it is in the great nations of the 
world, when the land in the new territory 
has all been "taken up" it is all owned by 
individuals. The fact that there are several 
grades, and the fact that these grades are all 
owned by private individuals are matters of 
great importance. 

It has been seen by aid of illustration 
that when the first grade is being used and 
that only, in a field of open competition the 
price of wheat will be just high enough to 
pay a fair compensation, a fair living return 
to the man who cultivates it and no more. 
Hence when this best grade only is used, 
no man who owns it could get another man 
to work it and pay him anything for its 
use, because there is no surplus which can 
be "turned back" to the owner. So the 
owner himself must cultivate it, if he gets 
any returns from it. But when one or more 
other grades are used, the owner of the best 
grade can find some other man, who has no 
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land of his own, who will be willing to ctilti- 
vate his land and pay him for its use, since 
now there will be a surplus above cost of 
cultivation. The non-owner for the sake of 
an opportunity to get a living will be willing 
to give this surplus to the owner. The owners 
of all grades that are demanded, except the 
poorest, can now demand a payment for the 
use of their land, because there is a surplus 
above cost of cultivation and they can always 
find non-owners who for the sake of a living 
are willing to pay them this surplus for the 
privilege of cultivating the lands. Hence 
the owners when they find they can secure 
a living without working their own land by 
their own hands will allow non-owners to 
work it, and thus secure from them the 
surplus in the form of rent. Suppose, when 
our colonists first occupied their new terri- 
tory, a man becomes the owner of 1 50 acres 
of the best wheat lands. As soon as the 
demand calls into use that land which with 
the expenditure of the same labor and cap- 
ital will raise three bushels less per acre 
than the best grade, there will be a ** surplus" 
over cost of production of 450 bushels on the 
150 acres. If now the price should be forced 
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up from $1 to $1.14, as we assumed in our 
illustration, the surplus in terms of money 
will be 450 X $1.14, or $513, a stmi fully 
equivalent to the income of thousands of 
farmer families. If the acres should be 
doubled the surplus would be doubled. 
This surplus also increases as the poorer lands 
are cultivated more, and the number of 
grades increases. It is unnecessary to say 
that it makes no difference whether the pro- 
duct is wheat or com, oats or beans, bananas 
or tobacco, or anything else whatsoever, 
whether the kinds of product are one or 
forty in number — ^the principle of the surplus 
on the better grades of land holds good. 

If the owner himself shall continue to 
cultivate his own land, he gets this surplus 
in addition to the fair living wage which 
is the reward for the labor required. It is 
none the less a surplus because he tills his 
own ground, a surplus above the cost of pro- 
duction, hence a profit. It is appropriately 
called **rent,** which he pays to himself in- 
stead of allowing another man to pay it 
to him for the use of his land. He goes on 
cultivating his ground just as he did before 
he received this surplus. His life is the 
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same, the amount of labor he performs is 
the same, but his returns have been increased 
through increased demand for wheat. Most 
men, when they come to the point where 
this surplus will support them without la- 
bor on their part, will let another fellow do 
the work and return to them the surplus. 
So as our colony increases in number and 
extends itself over its territory the process 
of ** renting" lands will go on until there 
come to be a landlord class and a tenant 
class. This is the history of every new 
country where private ownership of natural 
resources prevails. The rule of free land 
may prevail in our colony, and probably will 
prevail, until the surplus on the better grades 
is so great that it will pay to buy them 
for the sake of having possession of them. 

In addition to answering the questions 
What is rent? and What produces it? what 
has been said answers three other impor- 
tant questions, namely, Who get rent? 
Through what means do they get it? and 
What do they do for it? The owners of all 
lands needed for supplying the market, 
except the poorest, get the rent. They get 
it through private ownership of land. They 
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do absolutely nothing for it. It is to be 
noted that the agent through whom this 
surplus is paid to the owner is always the 
man who toils. In case the owner cultivates 
his own ground, he himself is the toiler. In 
case another man cultivates it for him as 
tenant, this man is the toiler through whom 
the owner secures the surplus. In every 
case where rent is secured because of individ- 
ual eflfort, it is received by the owner through 
the man who toils, but in no case is it earned. 
We have assumed all through the discussion 
that the men who cultivate the poorest grade 
which is needed for the supply of the mar- 
ket secure fair compensation. But the men 
cultivating the better grades, performing 
the same amount of labor, deserve no higher 
compensation. If, however, they secure the 
surplus while they themselves cultivate their 
own lands, society through private ownership 
gives them higher compensation, or rather a 
bonus in addition to compensation. But if 
they secure the surplus in the form of rent paid 
by tenants, and in sufficient quantities to sup- 
port them without work, then society through 
the agency of private ownership is giving 
them a living. All those who live on what 
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they secure as return paid for use of natural 
agents, form a class of social parasites. 

This law of surplus holds just as true of 
all other forms of natural agents as it does 
of farm lands. We have been discussing the 
surplus commonly called rent in connection 
with farm lands, even at the risk of giving 
the impression that it is a matter that con- 
cerns farm lands only, and that the farmers 
are the only class who are securing a surplus 
from natural resources. But the truth is a 
long way from that. Owners of the better 
grades of coal mines, of gold mines, of iron 
ore mines, of any other kind of mines, own- 
ers of more valuable water-powers, forests, 
fisheries, or of the more valuable land 
franchises, owners of town and city lots, 
owners of the higher grades, hence of the 
more valuable natural agents, of every and 
all kinds, are the recipients of this surplus 
caused by the growth of a community. All 
these are the recipients of this surplus just 
as truly as are the owners of farm lands. It 
is impossible to say just when in our history 
the landlord and tenant classes came into 
being, but the growth of the classes has gone 
on until in 1900 there were in the United 
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States 2,026,286 farms operated by tenants, 
while the total number of- farms in the cotm- 
try was 5,739,657. This means that at that 
time 35.3 per cent, of all farms were worked 
by tenants. In 1880 the number of tenant 
farms was 25.5 per cent, of the total number. 
This means that the farms operated by 
tenants in this country increased in twenty 
years more than 38 per cent, upon the num- 
ber in 1880, or more than 24 per cent, upon 
the number in 1890. 

If now the number has increased since 
the last census was taken at the same rate 
at which it increased during the decade 
before it was taken, the number of farms 
at present operated by tenants is about 
2,300,000. The meaning of this is that 
the surplus on this number of farms is large 
enough to enable the men who work them 
to pay the owners rent for their use, and 
that approximately this number of owners, 
and in most cases their families, are being 
supported in part or in whole by farm rent. 
But this does not tell the whole story of 
rent from farm lands alone. The rent 
which owners are paying to themselves by 
continuing to cultivate their own farms, on 
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which there is a surplus above cost of pro- 
duction, must be counted in. Again, all the 
surplus arising from the great tracts of land 
owned by the capitalistic classes who never 
handled a plow or drove a farm horse, but 
who pay superintendents for overseeing 
the cultivation of these immense farms, all 
this surplus must be coimted in the enor- 
mous total rent which the farm lands of this 
country produce, which the toilers pay, and 
which the owners get as a bonus from society 
through the institution of private ownership 
of natural resources. 

It is to be regretted that we have not 
some equally suggestive data for the other 
departments of industry which are extract- 
ing some advantage directly from nature 
and hence provide a surplus according to the 
law of rent explained above. It is also to 
be seriously regretted that we have not 
some means of estimating this surplus, so we 
could get a fairly definite conception of its 
amount. However, the data we have con- 
cerning farm lands are very suggestive 
and give us some notion of the part that 
rent plays in distributing the products of 
industry. 



CHAPTER VI 
INTEREST MAKES NO DISCRIMINATION 

INTEREST is another of the chief agencies 
employed by society in the division of 
the products of industry. Whole libraries 
have been written on the theories of inter- 
est and whole lives have been wasted in their 
discussion. Theories do not feed the hungry. 
It makes little difference to the mass of 
humanity whether the facts support the 
productivity theory, the exploitation theory, 
or no theory. But the fact that all interest 
is paid out of the products of labor, and the 
fact that it gives a large fraction of social 
income to non-producers, are matters of 
serious importance. 

Interest must be distinguished from divi- 
dends and profits. Because dividends and 
profits are commonly reckoned as a certain 
rate per cent, on the face value of stocks, 
bonds, or other forms of investment, they are 
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commonly confounded with interest. Inter- 
est is a definite fixed amount paid to the 
owner of capital by another who uses it, as 
when a man borrows a thousand dollars on a 
mortgage and pays five per cent, for its use. 
Here is a definite amount agreed upon, which 
is not to be increased or decreased during 
the duration of the mortgage by success or 
failure of business, or by changing trade con- 
ditions, as dividends and profits may be. 
These may run much higher than interest, 
and so be more than a fair compensation, 
or they may run lower, even to zero, and 
so be below fair compensation. 

The ethical right of interest-taking has 
been denied by some moralists ever since 
the wealth of one man was used by another. 
This right is now generally conceded, but 
wrongs are connected with the taking of 
interest. The wrongs , however, are not in the 
taking of interest per se. If a man through 
his own efforts legitimately earns $3000 a 
year and of this amount saves $1000, instead 
of using it all as he might easily do, he soon 
comes to be a capitalist. If some other man 
thinks he can employ this saved wealth to 
advantage and offers to pay the owner of it 
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for its use, we are unable to see any moral 
wrong, if the man who earned it allows the 
other man to use it and accepts compensation 
for its use. Suppose instead of lending it 
he builds a house with it and rents the 
house. He is doing legitimate business and 
no one says he has no right to receive com- 
pensation for the use of the house. But in 
reality he is doing the same thing in the two 
cases — ^he is securing compensation for the 
use of his savings. In the latter case his 
house is his capital, and he gets his interest 
in the form of what is commonly called rent. 
If during twenty or twenty-five years of 
honest effort and economy he saves such a 
sum as put at interest will provide an in- 
come without further labor on his part, 
he does no wrong to his fellows. 

Suppose another man chooses to play a 
common r61e in the stock market instead 
of conducting some legitimate business. In 
his relation to certain stocks he at first 
plays the part of a **bear,'* and with other 
manipulators he does all in his power to 
depress the market value of these stocks for 
the purpose of buying them at a price below 
their normal value. When they have ac- 
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complished their purpose they at once be- 
come ** bulls'* in their attitude towards these 
same stocks. They now reveal their hypoc- 
risy while in the *'bear" business, give the 
lie to their former conduct, and boom the 
same stocks for the sake of ** profit-taking." 
Suppose a man through such manipulations 
secures a profit of $60,000 and invests it 
in real estate. He now owns real property, 
from which he secures an income of $3000, 
and chooses as did the other man to live on 
$2000 and lend the other $1000 to some 
man engaged in productive industry, who 
gives him interest for its use. In this case 
there is a moral wrong involved. It is not, 
however, in receiving interest. The other 
man received interest also. The wrong 
involved is in receiving interest on capital 
he did not earn or produce, but secured 
through stock-gambling methods. The first 
man, we assumed, legitimately earned his 
income of $3000, but the second one secures 
his through luck and deception, chance and 
hypocrisy, or perhaps through brilliant dis- 
honesty. The wrong is in getting possession 
of property without earning it, or without 
producing the values represented in it. For 
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the sake of making the two cases somewhat 
parallel, and for the sake of making the stock 
market operator's case as plausible as possi- 
ble, it has been assumed that he invests his 
gains in real estate from which he receives 
the same income as did the other maa from 
his labor, or from honorable business opera- 
tions. He now appears to receive his income 
from real values. The general public do not 
ask how he came into possession of these 
values. The wrong involved is the same as 
it would be if he had received his income in 
the form of dividends on fictitious securities 
bought in the stock market. Investing his 
gains in real estate does not make the wrong 
right. He comes into possession of values 
which somebody has produced and has a 
moral claim on. Certainly the stock market 
operator has no moral claim to it or to the 
income received in any form from it. It is 
impossible for two men to have the right to 
own the same thing at the same time, one the 
man who produced it, the other a man who 
did not produce it. No man has any moral 
right to values he has not produced or has 
not earned by service to somebody else. 
All the laws of kingdoms and empires can 
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not make it right. So in the case pf our 
stock market operator, all the laws of all 
ruling potentates can not give him a moral 
right to the real estate he bought with the 
money he gained from his stock market 
chicanery. But any ruling power can give 
him what is called a legal right. That is, 
ruling power can sanction his possession of it, 
and can use military force to protect him in 
that possession; but no power of decrees or 
of armies can convert injustice into justice. 
Somebody produced the values represented 
in this real estate. If these values are to 
belong to the man who did produce them 
or to tl;ie man who did not produce them, 
other things equal, any court which has 
any acquaintance with justice will give 
them to the man who produced them. We 
do not say any court of law. Courts of 
justice and courts of law are different 
institutions. 

Men talk about the **cost of production." 
Wherein is this cost ? And who pays it ? In 
the production of aU wealth three factors 
are always present : the material provided by 
nature out of which all goods are made, the 
labor of man acting on this material, and 
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capital assisting labor. * So far as production 
of wealth is under the control of man, it is 
produced by the sacrifice of material, labor, 
and capital. This sacrifice constitutes the 
real or social cost of production. What does 
sacrifice of material really mean from so- 
ciety's point of view? What does sacrifice 
of capital mean? Who pays this cost in 
the form of sacrifice? 

All cost implies payment in some other 
form of values, or in sacrifice on somebody's 
part. In the case of material provided by 
nature, society has never given to any be- 
ing or power outside of itself any values in 
return for the world's natural resources, nor 
has any sacrifice on society's part ever been 
made in return for them. Hence m the use 
of natural resources, the mines, forests, lands, 
etc., there is no cost to society. If some- 
body gives me a thousand dollars, or I find 
it in the street, and I use a dollar of it oc- 
casionally, there is certainly no cost to me. 
I have sacrificed absolutely nothing. I am 
simply enjoying what some other party or 

1 The word " labor *' is used here to mean, as defined 
on page S6, all mental effort as well as manual labor, 
directly or indirectly applied to the creation of utilities. 
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power has produced. So it is in the use of 
natural resources by society, absolutely no 
cost to society. There may be cost to an 
individual member of society who has in- 
vested his earnings in some form of natural 
resources, but why should society give to 
some of its individual members some of its 
own heritage from creation, and then pay 
these individuals for its use. Individual 
interest must be sacrificed to commimity 
interests. 

What does the sacrifice of capital mean? 
All capital is the result of former labor 
operating on material. So when capital is 
sacrificed for present-day production it is 
a sacrifice of former labor and natural re- 
sources. Since these resources cost society 
nothing, the only real social cost in the use 
of capital is in the sacrifice on the part of 
labor. The final analysis of the social cost 
of all production leads to the conclusion, 
that the only real cost is in sacrifice on 
the part of labor, interpreted to mean all 
exertion of mind or muscle directed towards 
the creation of utilities. This is not saying 
that all values are determined by labor. 
Labor's part is to make the things in which 
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values inhere, and carry them to the places 
where they are to serve their purpose. 
Other influences enter the determination 
of values, even influences over which men 
have no deliberate control, influences inci- 
dental to the development of the race. 
Labor, however, is the only factor in the 
production of wealth, or in the determination 
of values, which deserves reward, since it is 
the only possible sacrifice. The character 
of these rewards in the very nature of the 
case must be the values inhering in the 
products of labor, since there is no other 
source of rewards. And since there is no- 
body else engaged in production to be 
rewarded, all such values ought then to 
belong to those who make the necessary 
sacrifice to produce them. To put the 
proposition negatively, none of these val- 
ues ought to go to those who do not labor, 
who do not contribute in any way to their 
production. 

It follows as a necessary conclusion that 
those whose only part in production is 
ownership of capital have no right to any 
part of the products of industry, unless 
their capital is the result of their own ex- 
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ertions or the exertions of those upon whom 
through family relationships they are de- 
pendent, and not the product of some other 
man's labor. At present it makes absolutely 
no difference whether a man inherited his 
capital or earned it as motorman on a street 
car, whether he secured it in legitimate 
business or in an Amalgamated Copper 
gamble — in short whether he produced it or 
stole it; the laws of the country say to every 
man who owns capital: **We will protect 
you in the possession of your capital and 
in the right to the possession of all interest 
that may be paid for its use. It makes 
no difference to us whether you earned it or 
not. That is a matter of slight importance* 
What we want to know is that you We got 
it. We are interested in the fellow that has 
something; even if some other fellow did 
produce it, that does not change our attitude 
towards you. You need our protection 
because you 've got something. If the fellow 
who produced it wasn't able to establish 
a title to it and keep it, that is none of our 
business. He simply does not need our 
protection, because he hasn't anything to 
be protected. Even if he was compelled 
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by hunger, for the sake of bread to eat, 
to relinquish all claim to the wealth he pro- 
duced, that is not a matter with which we 
are concerned, that is his lookout. You 
may be well assured that so long as you 
possess the capital, we, the laws, are your 
friends. And not only so: you may be 
assured of this also, that you have other 
friends standing behind us ready for action 
in your behalf whenever necessary. These 
other friends are the military forces of the 
nation. With such friends, be at ease, 
invest your capital however obtained; we 
will see to it that you are protected in the 
transaction." 

The wrong connected with interest and 
capital is not in the fact that interest is paid 
by the borrower to the lender for its use, 
but in the fact that because it is paid a large 
portion of social income by this means goes 
to those who have no right to it. The 
moral elements of the nation mightily pro- 
test against all forms of gambling on the 
ground that it is wrong to get something 
for nothing. They claim that this is a 
species of robbery, and so it is. It is on 
exactly the same ground that we protest 
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against the present system of paying interest 
to the possessors of capital to which they 
have no moral claim. Why shoiild the 
moral sentiment of the community be so 
shocked because in a gambling shop men 
get something for nothing on a small scale, 
but maintain an absolute poise of soul when 
in the everyday business practices men are 
getting something for nothing on a gigantic 
scale? Is this difference of attitude pro- 
duced by ignorance of the facts? Or has 
this moral sentiment become so stunned and 
calloused in the presence of this greater 
wrong that it has lost its power to perceive 
the enormity of it? Or is this same moral 
sentiment interested in securing something 
for nothing for itself through the ordinary 
business practices? 

It is impossible to say what portion of 
the capital employed in the country be- 
longs to those who have contributed to its 
production. When we remember that one 
per cent, of the families of the country 
possess a greater amoimt of wealth than 
the other ninety-nine per cent., that this 
same one per cent, of our richest families 
receive a larger portion of the products of 
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industry than the poorest fifty per cent., 
that they receive from property alone as 
large an income as half of the nation's 
inhabitants receive from property and labor 
together; when we recall the prevailing 
code of ** business ethics," the laws of in- 
heritance, the passing of millions of wealth 
from hand to hand among those who have 
never contributed the least use of muscle or 
gray matter to social welfare — ^when we think 
of all these things we are compelled to 
conclude that a very large portion of social 
capital is owned by those who can set up 
no moral claim whatsoever to it, and that 
all interest which is paid on such capital 
is so much taken out of the total social 
income, taken away from the producers, 
and paid over to non-producers. 

If all capital were owned by those who 
have produced it, so that all that portion 
of social income which goes in the form of 
interest should be paid to those who have 
contributed to the production of social in- 
come, there would be no ground for com- 
plaint against interest as a distributing 
agency. Under existing conditions it is not 
at all surprising that there is a growing 
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demand, a rapidly growing demand, that 
all capital shall be socialized, owned and 
controlled by the community instead of by 
individuals. The increase of this demand 
is shown very plainly in this country by 
the increase in the socialist vote, and still 
greater increase of socialist sentiment. This 
increase of the strength of socialism is 
not at all surprising to one who shakes off 
all bondage to tradition, who distinguishes 
between legality and justice, who sees the 
cruel injustices inflicted by social institutions 
and civil laws upon a portion of the common- 
wealth for the sake of the ease and luxury 
of the rest of them. This increase of the 
number of socialists, and of their demand 
for public administration of all capital, 
is to be expected by the man who sees 
things as they are. The increase of so- 
cialism in the United States seems to be in 
a geometrical ratio. If this is true, and this 
socialistic demand for public administration 
of capital continues to increase during the 
next decade as it has in the last decade, the 
nation will do well to begin to pave the 
road for a change. 



CHAPTER VII 

THE WAGE SYSTEM, THE STEP FROM 
LEGAL INTO ECONOMIC SLAVERY 

IT has appeared at several points in the 
preceding pages that the man who owns 
no natural resources of any kind and has 
no means with which he can buy them, but 
who depends for his livelihood upon a daily 
wage, is economically dependent upon oth- 
ers for his very life. Serious results follow 
from this dependence. Let us brush away 
the artificialities imposed by man upon 
nattu'e's provisions for her creatures and 
see what the original intent of the Creator 
was. Or if we do not choose to look for a 
purpose, let us see how nature provided, 
whether there was any purpose anywhere 
or not. 

This earth was here before man was. It 
was governed by the same natural laws as 
now, and composed of the same material, 
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which was mainly in the same form as now. 
Man appeared. It matters not how. We 
are now simply concerned with the fact that 
he is here. No one deserves any credit 
for being here, nor is any one to be blamed 
for being here. All have come through 
operation of the same natural laws. No 
class legislation can confer special privileges 
on being bom. No legislation of any po- 
tentate or council of potentates can change 
one iota the natural relations of any child 
to the domain of nature into which it is 
bom. These natural relations of all human 
beings to nature's domain are absolutely 
identical. . The fact of birth carries with 
it the right to live. Not the right to a 
living, but the right to an opportunity to 
earn a living without the consent of some 
other man. I do not mean the legal privi- 
lege to live merely, but the highest moral 
right. All need food, raiment, and shelter. 
Nature provides these, either already in 
usable form such as nuts, fruits, roots, and 
herbs for food and caves for shelter, or she 
provides the materials out of which man can 
make these things for himself. The material 
for every shelter from the storm, for every 
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article of clothing, for every particle of 
food, for every material thing of whatsoever 
sort that ever contributed or shall ever 
contribute to the comfort and happiness 
of any human being, has been provided 
by nature. No man ever brought an ounce 
of wealth-material into the world with him, 
or made an ounce of it after he got here. 
Men are merely one of the animal races 
that roam over the earth, and they used to 
roam like the rest of them. In many ways 
all animals are alike. It matters little 
whether the animal is the biped called man, 
a bird of prey in the skies, a tiger in the 
forest, or a shark in the sea, his common 
rule of action has been. Get all you can. The 
polite name for this rule of ethics common 
among brutes, when applied to man is 
' individualism. " This get-all-you-can rule 
of life has meant the supremacy of selfishness 
and brute force. We have inherited and 
perpetuated certain social institutions which 
this supremacy of brute force has estab- 
lished. One of these institutions is a vicious 
system of land tenure, one result of which 
is the concentration of ownership and of 
consequent control of all wealth-material 
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in the hands of a comparatively small part 
of the race. This is not the place to trace 
the history of land tentire. Suffice it to 
say that it had its origin in brute force and 
by brute force has always been maintained. 

Wealth is produced, as has already been 
pointed out, by the application of labor 
to materials provided by nature. The le- 
gitimate fimction of capital is to facilitate 
the application of labor to material, to 
assist labor by enabling it by the aid of 
machinery and tools to accomplish larger 
results in shorter time. It has been else- 
where explained how capital arrogates to 
itself another function, one that is not in 
the least essential to the productive pro- 
cesses, but one that is possible where private 
ownership of land prevails. This non-essen- 
tial function is the control of the wealth- 
material and through this of the labor 
operating upon it. 

When one understands the bearing of 
this second but non-essential function of 
capital, he understands the legal relation 
of labor to wealth and to its production. 
It is evident without argument that the 
millions of non-owning wage-earners are 
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economically in the power of those who 
own and control the material, as truly as 
were the colored slaves legally in the power 
of their owners before their emancipation. 
There is absolutely nothing in this world 
for them to do except to operate upon 
material, changing its form and place. If 
the material is withheld from them by the 
owners of it, they and their families may 
beg or starve. Their privilege of earning 
their bread even by the sweat of their 
brows has been denied them. All talk about 
free labor is prattle, if it is meant that a 
laborer is free to earn bread without asking 
the privilege of doing so from some other 
man. His freedom is limited to the privi- 
lege of asking. He is absolutely free to keep 
on asking for a job forever, but never free 
to get it. The plain name for this situation 
is slavery. It is legalized slavery. These 
economic conditions are the result of law. 
They are the logical outcome of our irrational 
laws of ownership, especially of land owner- 
ship. Non-owning wage-earners have no 
legal right to live except in the almshouses. 
If they beg, the laws jail them. If they 
starve, the taxpayers bury them. In the 
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potter's fields of the world are the victims 
of our cruel industrial organization to be 
counted by the ten thousand. If the reader 
doubts it, let him go to the records, find 
their names, look up their history, and 
judge the facts. 

If the conditions already indicated are 
true, if those who own and control the 
wealth-material of the world are the masters 
of the situation, while the non-owners in 
order to live must operate upon material 
owned by others, but only when the owners 
allow them to do so, if this condition of 
affairs is the legal condition, upheld by the 
governments of the world and enforced as 
it is by their armies, what is likely to be 
the principle of division of the products 
of industry between these parties? Will it 
be, as some seem to think and have taught, 
some divine law established by loving powers 
somewhere back in the eternities? A law, 
an eternal principle, imposed upon men 
by a God, an immutable law which man 
can not change but must submit to? That 
is the black fatalism of the night of antiquity. 
It has no place in daylight. Nay! The 
principle of division will be established by 
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the parties between whom the division 
is to be made, and will be just as advan- 
tageous to each party as each party can 
make it for itself. It is a bargain. But 
when all the advantages of ownership of 
material belong to one party and starvation 
faces the other party, what is likely to be 
the principle of division? And how will 
it be put into operation? 

At some point in the history of the race 
we would expect there would result the 
reduction of non-owners to the condition 
of slaves to owners, and exactly this has 
been the case the world over, at least in all 
that part of the world which now calls itself 
*' civilized." But when slavery came to be 
too abhorrent to growing intelligence it was 
abolished. This, however, left the owner- 
ship of wealth-material where it was, and at 
the same time it destroyed all feeling of 
responsibility on the part of the masters 
to provide for those who had been their 
slaves. Although the slave was no longer 
a legally recognized chattel, yet as a non- 
owner he was still economically subject to 
tne owner,— not to his owner, but to the 
owner of land, of natural resources. He 
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must now bargain with his employer as to 
his compensation for services. So the wage 
system comes into being, which is the first 
step towards freedom. But it is only the 
step from legal into economic slavery. 

What will necessarily be the result of 
such an arrangement for division of the 
products of labor as embraces the wage 
system, and as can be put into practical 
operation only by means of it? It will give 
to the party who has the advantages on his 
side just as large a share of the product as 
he can possibly secure for himself through 
the leverage of these advantages, .which 
means just as small a share to those who 
suffer the disadvantages as it is possible 
to give them and still secure their ser- 
vices. **The iron law of wages" finds its 
place. This is human nature, on its brute 
side. It is that beautiful ** individualism, " 
the kind which is said to have done so much 
in civilizing (?) the race. It wotdd have 
been exactly the same if the parties had 
been reversed, if the unfortunate non-owners 
had been the forttmate owners. So we 
are not blaming individuals or classes of 
individuals but we are condemning certain 
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legalized, society-sanctioned, misery-produ- 
cing institutions. We are also condemning 
certain characteristics of the race, char- 
acteristics that ought to have been educated 
out of it long before our day, and a better 
spirit educated into it. This would have 
been accomplished for Christendom at least, 
if the Christian Church had fulfilled its 
mission, and had not been side-tracked by 
vicious metaphysical speculation, which made 
of the pulpit an arena for gladiatorial dog- 
maticians instead of a platform from which 
should be thundered forth the plain straight 
teachings of Christ, that all men are brothers y 
that there is a golden rule of conduct for 
metiy a thousand times nobler than the 
much lauded individualism, which is the rule 
among brutes. The very essence of Chris- 
tianity is service, other-fellow-ism. It con- 
demns in toto, absolutely, and eternally the 
individualism of modem life. 

My first stricture upon the wage system 
which resulted from this economic depen- 
dence of non-owners, is that it deceives the 
wage-earner. It does this in the first place 
becatise *' money wages" and **real wages" 
are not the same thing. What a man gets 
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for his day's work in money is his nominal 
wage. What this money will buy for him 
is his real wage. If while he is receiving 
the same money wage general prices of com- 
modities go down, his real wage increases 
because he can buy more for the same money. 
If on the other hand while he is receiving 
the same money wage prices go up, his real 
wage goes down because he cannot buy as 
much. But men are apt to think their 
wages increase or decrease as the amount of 
money they receive increases or decreases. 
Again, being paid in money the wage-earner 
is blinded to the division of the product. 
He has seemed to get the fruit of his labor 
because he is paid the wage he has consented 
to accept, whereas if the means and manner 
of making this division had been such as to 
allow employees to see the entire product 
of their labor in co-operation with capital, 
especially since the establishment of the 
factory system introducing machinery, and 
to see what part of the product comes to 
them and what part goes to others, they 
would have precipitated the labor problem 
long before our day. The means of division 
ought to be absolutely free from everything 
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that may mislead or deceive, it shoiild be 
exactly what it appears to be. This is not 
true of the wage system. 

A second result of the economic depend- 
ence we have pointed out is the fact that 
this wage system in practice apparently 
anntds the wage-earner's right in the product 
of his own labor. Let us illustrate. Go 
back to primitive conditions before individual 
ownership in land was recognized, when no 
man thinks of claiming as his anything that 
nature has supplied in the form of land, or 
forest, or sea. He must eat in order to live, 
so from the common stock of fish in the 
waters, of game in the forest, and of fruits 
on the trees, each helps himself, and the 
fellow that gets them first appropriates 
them to his own use without complaint 
from others, at least so long as there is 
plenty for all in easy reach. Living tmder 
these conditions and known under the name 
of Axman, I go into the forest and with my 
rude tools I make from a tree a canoe. With 
it I go out from the shore and fish in im- 
frequented parts with better success than 
those who fish along the shore. Some day 
a big stout fellow who sees the advantages 
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of the canoe comes along and says, * * I '11 
take that. '* I say, '*No you don't. That 's 
mine. I made it." The other fellow says, 
'*I don't care who made it. I 'm going to 
have it." And he makes ready to take 
possession of it. He is stronger than I, so 
I appeal to my fellows in the commimity. 
They, every one of them, man, woman, and 
child, when they learn the circtmistances, 
stand by me and say to the other fellow — 
**Get away from that canoe. That belongs 
to Axman. He made it. " The other fellow 
for his own safety gets out of the way. All 
my fellows recognize my right of ownership, 
and that it rests in the fact that my hands 
made the canoe. This is in a state of nature, 
where we can see what the producer's right 
is, upon what it is based. 

Let us change the case a little. Suppose 
that individual ownership in land has come 
to be recognized. Tribes have ceased their 
wanderings and have become settled com- 
munities. Each tribe gains possession of a 
small section of territory, and they find that 
for some reason or other it is for their 
advantage to leave or assign certain por- 
tions of the common territory to individuals. 
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or perhaps to certain families, so there comes 
to be private occupancy. This after a time 
is recognized as private ownership, occupancy- 
ownership. Some man now owns a piece of 
ground on which trees grow from which 
canoes can be made to advantage. I have no 
land. Division of labor is having its begin- 
nings and I can make canoes. The man who 
owns the trees wants a canoe, and so do I. 
I say to him * * If you will let me have one of 
your trees I will make a canoe and we will 
both use it." He replies, **A11 right. I '11 
furnish the tree and you make the canoe and 
we will own it together, half and half. " So 
I go into his woods, make the canoe, and take 
it down to the river. We both use it. It 
is our boat, not mine, not his. There is 
partnership ownership. Some day a big 
lazy fellow comes along and says, **I 'm 
going to have that canoe'* and undertakes 
to get possession of it. I say, **No you 
don't. That belongs to me and another 
fellow. I made it out of his tree." Not- 
withstanding my protest, he tries to get 
possession of it. My partner hastens to the 
scene of action and says, **Get away from 
that canoe. That 's ours. Axman made it 
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out of one of my trees." Through a little 
muscular effort we persuade the fellow to 
let the canoe alone. Our fellows in the 
commimity stand by and approve our 
action. They recognize my right because 
I made it. They recognize my partner's 
right because they have yielded to him 
their common ownership of this particular 
piece of groimd on which the tree grew, 
and from their point of view the tree was his. 
This is not all. An interesting feature of 
this case is, that even the man who owned 
the material out of which the canoe was 
made recognizes that the man who made 
it has a right of ownership in it as truly as 
he himself has. My right of ownership, in 
the eyes of the commimity is here again 
based upon the fact that my labor made 
the canoe. My partner's right rests upon 
the fact of ownership of the material out of 
which it was made. His right bears the 
appearance of a legal right based on com- 
munity assent, while mine is the producer's 
right, an undoubted moral right, based upon 
labor performed in producing. 

Let us change the case again. Suppose 
money has been introduced to facilitate 
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business transactions. The man who owns 
the tree wants a canoe. I do not. But 
I am a canoe builder. He says, **If you 
will make me a canoe out of one of my 
trees, I will give you a dollar a day for 
making it." I agree to do it. I go to the 
forest, make the canoe, bring it down to the 
river. It takes me five days. He tries it, 
is satisfied with it, and pays me five dollars. 
A third fellow comes along and undertakes to 
get possession of the new canoe. I protest and 
tell him that it belongs to Mr. Forestowner. 
I say, **I know that canoe. I made it for 
him, and he gave me five dollars for making 
it." This makes no impression upon the 
would-be owner, so I inform the real owner. 
He appears and claims his property. He 
says, **That boat is mine. I paid Axman 
for making it. " I agree with the owner, and 
so do all the members of the community 
who happen to be present. All recognize 
his right of ownership because he owned the 
material and paid me for my labor. 

Wherein does this case differ from the 
first and second? In the first case I was 
recognized as the sole owner of the canoe 
made by my own hands out of a tree 
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which nature made grow and which nobody 
owned. In the second case I was recog- 
nized as part owner of the canoe made 
by my hands out of a tree that belonged 
by community consent to another man. 
In the third case I am not recognized as an 
owner in any sense. I have apparently lost 
my right in the thing I made. It has ap- 
parently been annulled by some means or 
other. It must have been by that element 
in the third case assumed that was not 
found in the first or the second. This new 
element is the wage paid to the laborer. 
This is usually said to be paid for labor, but 
in reality it pays for something else. The 
man who works for wages sells not only his 
labor, but he sells also the recognition of 
his producer's right of ownership in the thing 
he produces, or helps to produce. 

It is evident that the existing relation 
of the wage-earner to the wealth he helps 
to produce, the relation that is recognized 
by the world of to-day, is such as gives 
him no recognized right of any kind 
in the product of his own labor. The 
right which in the illustration of the boat 
was vested in the producer and which was 
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recognized by the entire community, seems 
to have disappeared from the vision of the 
world. In these days the right to the pro- 
ducts of labor is purely a legal right, and is 
vested in the owner or the manager of the 
business where the laborer is employed 
from whom he receives his wage, and the 
community so recognizes the situation. There 
is nothing in the situation, however, that 
necessarily destroys the producer's right in 
his product. This right is simply smoth- 
ered under the artificialities of that hetero- 
geneous mass of fortuitous conditions called 
** industrial organization," which divides pro- 
ducts of toil between idlers and toilers. 

Which ought to prevail, that which is 
meant by legal right vested in the owner, 
or that which is meant by producer's right 
vested in the worker? The word legal has 
been so long associated in the minds of the 
people with what they have been taught 
is the morally right, that the two have 
become generally identified, as if the right 
is the legal and the legal must be the right, 
— a confusion of ideas which has resulted in 
misery that only a God can atone for. The 
legal is merely what some ruling power 
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permits. It makes no difference what this 
ruling power is, whether barbarian or civilized, 
its will is the legal for all its subjects. The 
right on the other hand is that which results 
in the largest possible balance on the side 
of human happiness. Only when one has 
a clear conception of what the legal is, and 
of what determines it, and of what the right 
is, and of what determines it, is he in a 
position to judge which ought to prevail, 
the legal right of owners or the producer's 
right of workers. Which will contribute 
to the happiness of the masses in greatest 
degree? 

It is perfectly evident that the best which 
can be done for the race in the adjustment 
of this matter has not yet been done, that 
some modification ought to be made which 
will give to the worker control over the 
product of his own labor. Owners and 
managers have learned in recent years that 
the workers must be reckoned with. Through 
organization these classes have secured recog- 
nition, but they have not secured all their 
rights. For this end we fear they are on 
the wrong track. They never will secure 
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their rights in full so long as they recognize 
the wage system as the means of determining 
their share of social income. For fifty years 
they have been striking for higher wages, 
all the time recognizing the wage system 
as the proper and legitimate agency for 
determining their portion. Whereas the 
wage system is only their first step towards 
economic freedom. The next step appears 
to be a voice in control, some form of co- 
operation. As has been repeatedly pointed 
out, the power to dictate the terms of di- 
vision lies with the man who owns the 
material and the tools. So long as this 
power remains completely in the hands of 
those who are outside of the wage-earning 
classes, many of whom are antagonistic to 
these classes rather than in sympathy with 
them, so long the wage system can not be 
relied upon to determine the wage-earner's 
fair share of the products of industry. So 
long as control is left where it is, the labor 
problem will be with us. The solution of 
this problem will be such a readjustment 
of the relation of the laborer to the product 
of his labor as will allow him to earn a living 
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for himself without first being compelled to 
contribute to the living of capitalists and 
landlords, which he is now compelled to do. 
This problem will be solved speedily, easily, 
comjpletely, and permanently, when all labor- 
ing people unite at the ballot-box. 



CHAPTER VIII 
PROFITS— A GRATUITY 

PROFITS may be defkied as the remainder 
of the proceeds of any business opera- 
tion after all expenses including compensa- 
tion for management have been paid. That 
profits thus defined are an unearned gratuity 
will appear when three questions have been 
answered, namely, What are the sources of 
profits? How are they separated from the 
rest of gross proceeds? And in what form 
are they received by those who get them? 

Profits may be illustrated by a series of 
parallelograms. In the first use of the 
illustration a state of competition will be 
assumed, in the second a condition of mon- 
opoly. In any line of production which is 
open to competition, where enough and 
only enough is being produced to supply 
the market demand, there will be some 
concern just paying expenses and receiving 
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a fair compensation for conducting the 
business, but will not be securing profits. 
If more concerns are producing than are 
required to supply the market at a normal 
price, somebody is operating at a loss. Sup- 
pose six concerns are producing the same 
commodity and are just filling the demand 
for it. Let the accompanying parallelo- 
grams represent the values produced by 
these six concerns respectively from the 
same outlay of capital and labor, which out- 
lay we will call a unit of productive power. 
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The values produced by the one operating 
at greatest advantage will then be repre- 
sented by the parallelogram marked A, and 
those of one operating under greatest dis- 
advantages by the one marked F. This 
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last we have assumed is just paying all 
expenses, including compensation for a 
competent business manager. 

The larger producing power of some of 
these six establishments in comparison with 
the others may be explained by fortunate 
circumstances of location, equipment, and 
management. Location may be fortunate 
relative to raw material and to market for 
finished product, thus reducing freight ex- 
penses; fortunate also relative to power 
and kind of labor needed, thus reducing 
their cost to its minimum. The concern 
whose location is favorable may be operating 
on a large scale, thus securing economy in 
capital, advantage of purchasing raw ma- 
terial in large quantities, the most effective 
division of labor, and the advantage of 
carrying on in connection with a large plant 
or combination of plants subsidiary and 
allied processes, making by-products out 
of what would otherwise be waste, and 
articles required in the main process which 
must otherwise be bought from some other 
concern. This same large establishment 
may combine with all the other advantages 
that of being equipped with the best ma- 
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chinery, controlling the latest inventions, 
etc. Some one of the six concerns may 
combine all these advantages of location 
and equipment and produce through use 
of the same tmit of productive power one 
hundred dollars of value, while another pos- 
sessing fewer advantages will produce ninety- 
nine or less, while the one which possesses 
fewest advantages may produce only ninety- 
five. If as we have assumed this ninety-five 
dollars is sufficient to pay due reward for 
the use of the land, for the use of the capital, 
and for all the services embraced in our unit 
of productive power, all value above ninety- 
five dollars produced by any concern will be 
profit. While the concern which produces 
ninety-five dollars of value is just paying all 
legitimate expenses, the concern which pro- 
duces one hundred dollars of value makes a 
profit of five dollars, the portion of parallelo- 
gram A above the dotted line, while the one 
producing ninety-nine secures a profit of four 
dollars, the profit of each concern beingsmaller 
as the value produced by the same unit of 
productive power decreases. 

In order to appreciate the part profits 
play as a distributing agency it must be 
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borne in mind that the ninety-five dollars, 
it is assumed, will pay for managing ability 
as well as every other expense. If a com- 
petent manager is fairly compensated out 
of the ninety-five dollars, whatever he re- 
ceives above the fair compensation is a 
bonus, or gratuity which the situation puts 
into his hands. To show still more clearly 
that this is a gratuity, let us suppose that 
the business manager of the establishment 
where the five dollars profits are secured from 
every one htmdred dollars of value produced 
dies, and the interests of the business fall to 
his wife. She now employs a competent man 
to conduct the business and pays him a spe- 
cified salary which is considered adequate 
compensation for his services. He conducts 
the business along the same lines as it has 
been conducted on and with equal success, 
producing $100 of value still, as often as 
the concern operating under greatest disad- 
vantages produces only ninety-five. The 
profits are still secured and are handed over 
to the wife of the former manager. We are 
not now discussing the right or the wrong 
of the fact that she receives the profits, 
instead of somebody else, but are simply 
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saying that profits are a gratuity, and are 
not earned or produced by the party who 
receives them. If they were, in this case 
they could not be received by the woman, 
who does absolutely nothing towards the 
production of the values. Before her hus- 
band's death he received them. The net 
proceeds of the business he took to himself, 
but did not distinguish between profits and 
compensation for his own services. Now, 
however, compensation for the same services 
is distinguished from profits, and the profits 
go to the lucky woman. 

However true it may be that profits result 
from advantages of location and equipment, 
it is just as true that the profits of any es- 
tablishment may be increased by imusual 
skill in management over and above what 
they woiild be in the absence of such manage- 
ment. Managing ability, however, is only 
one of the many possible sources of profits, 
and, although it is a very important factor, 
yet it can not cotmterbalance every dis- 
advantage. It may not even equal some 
other factor in importance. Co-operation 
between the management and the other 
factors is just as essential to the most capable 
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management as it is to the other factors. 
The tendency is to attribute success in any 
business enterprise, especially any noted 
success, entirely to the skill and sagacity 
of the business manager. In exceptional 
cases this is imdoubtedly true, but it is 
just as true that marked successes sometimes 
result from fortuitous circumstances which 
the business manager did not produce, or 
possibly could not even prevent. This seems 
to be true in a measure, for example in the 
steel industry, which is making Pittsburg 
a city of palaces. The situation of Pittsburg 
relative to deposits of coking coal, of iron ore 
and natural gas, also to river transportation, 
together with the forty per cent, ad valorem 
bonus given by the public in the name of 
tarifif to assist the business manager, produces 
a combination of circumstances which cer- 
tainly reduces the difficulty of the manager's 
j ob . Again , a manager' s j ob is not so difficult 
if the people help him by holding their armies 
ready to prevent anybody else from making 
the thing he wants to make. This they do 
when they give him a patent. Neither is 
the task so difficult if the thing to be pro- 
duced is some fad, which a fad-crazy public 
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holds itself ready to buy simply because it is a 
fad and not because it is a thing of beauty 
or value, — a Teddy bear for example. The 
business manager deserves reward, often 
great reward, but the public's tendency is to 
over-estimate his importance relative to the 
other factors which contribute to success. 

Profits can be increased over and above 
the amount secured through advantages of 
location, equipment, and management, by 
monopolistic power in a field where compe- 
tition has been fettered or destroyed. Sup- 
pose the six concerns represented in our 
illustration are manufacturing clocks. They 
form a trust for the sake of controlling the 
supply. They accomplish their end and 
raise prices ten per cent. Through this 
arbitrary increase of price they now receive, 
in return for the expenditure of the same 
given amount of capital and labor which 
they used when competing with each other, 
the amounts indicated in the several accom- 
panying parallelograms, the portion above 
the dotted line in each case representing 
profits, as in our former use of the illustra- 
tion. Operation imder monopoly may use 
the same land and hence pay the same rent 
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as under a condition of competition; may 
use the same capital and hence pay the same 
interest; may employ the same labor and 
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management, hence pay the same compensa- 
tion for services. The expenses of operation 
may be exactly the same as under a state of 
competition, so that the portion of the accom- 
panying parallelograms below the dotted line 
will represent the ninety-five dollars of value 
produced, which in our use of the illustration 
under competition paid all expenses. The 
arbitrary increase of prices of ten per cent, 
must then be so much addition to profits. 
It has not changed the character of profits, 
which are still a gratuity to the party who 
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receives them. The public has been mulcted 
this increase of price in return for the 
protection it guarantees to the clockmakers. 
The profits secured are a gratuity to those 
who get them. Certainly they have not 
been produced or earned. They have simply 
been taken. 

Still another source of profits on the part- 
of some favored concern is through ** re- 
bates" from the railroads, cut-rate prices for 
the transportation of goods. Suppose for 
example the railroads charge the Sugar 
Trust forty cents a barrel for shipping sugar a 
certain distance while for the same distance 
they charge the Trust's competitors seventy 
cents. This means thirty cents a barrel 
profits for the Trust, since the Trust sells 
sugar at the same price at which its com- 
petitors sell it. The forerunner of the 
Standard Oil Company, known as the South 
Improvement Company, had an advantage of 
this sort of forty cents a barrel on the ship- 
ment of oil from the oil-fields to Cleveland. 
The contract made by the railroads with the 
directors of this first form of the Oil Trust 
embraced the following six points : to double 
freight rates, not to charge them the increase. 
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to give them the increase collected from all 
their competitors, to make any other charges 
of rates necessary to guarantee their success 
in business, to destroy their competitors by 
high freight rates, and to spy out the details 
of their competitors' business. 

Under this contract the railroads raised 
the rate from the oil-fields to Cleveland from 
forty to eighty cents a barrel. When the 
eighty cents was paid by the Oil Trust, forty 
of it was paid back to the Trust. When the 
eighty cents was paid by any of its com- 
petitors forty of it was paid over, not to the 
shipping competitor, but to the Trust. This 
meant that every time a competitor of the 
Trust paid the freight on one of its own bar- 
rels of oil it also paid the freight on a barrel 
of the Trust's oil. This was a profit of eighty 
cents for the Trust over a competitor as often 
as each shipped a barrel, since they sold in 
the same market. For shipping oil a certain 
distance under another contract the railroads 
charged the Standard Company ten cents a 
barrel and its competitors thirty-five cents, 
and then gave the difference of twenty-five 
cents to the Standard Company as often 
as any competitor shipped a barrel. Profits 
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secured in this manner are most assuredly a 
gratuity, for they are not only not produced 
or earned by those who receive them, but 
they are the spoils of a species of robbery. 

From what has already been said as well 
as from common knowledge it is evident 
that the main sources of profits are in ad- 
vantages of location and equipment, unusual 
skill in management, monopolistic power, 
tariff and patent laws, and advantages 
in transportation. It is also evident that 
profits are a gratuity, and are a part of 
total proceeds which must be separated from 
the rest. This separation is such a common 
matter-of-course transaction that the manner 
of doing it is lost sight of, and it is looked 
upon as perfectly legitimate. 

There is nothing which enters or is in any 
way connected with any business enterprise, 
which is essential to it, which can not be 
classified as a natural resource, as capital, 
or as a service. Land, tools, work — these 
three produce all results, hence are the only 
factors that can claim any share of the 
results. This suggests a division of all 
results of this co-operation into three parts. 
In every enterprise the use of natural re- 
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sources is an absolute necessity and must be 
paid for. Even if the business demands only 
an office in the top of a skyscraper, when 
the user of the office pays the owner of the 
building for its use, he is at the same time 
paying his share for the use of the ground 
under the building which makes the office 
possible. If for any reason any business 
enterprise makes use of natural resources for 
which compensation is not paid, as is often 
the case with street railroads and other public 
utilities, that portion of the proceeds which 
ought to be paid for use of the ground occu- 
pied, but is not, is reckoned as profits. Be- 
cause it is called profits or dividends does not 
change the fact that it is rent, and ought to 
be paid as rent. Again, it does not matter 
whether the user of the natural resource is 
also its owner or not, a certain portion of the 
proceeds of the business is compensation for 
the use of it, and strictly must be considered 
rent. The important point to be noted here 
is that in any business enterprise the portion 
of the proceeds to be given for the use of 
natural resources is necessary and constant, 
a definite fixed amount. This fixedness 
true of rent is also true of interest* Every 
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business enterprise must have capital, and 
interest on the capital must be secured if the 
business continues. In case it is borrowed 
capital the rate is agreed upon between the 
lender and the borrower, so the user knows 
at the beginning of the period for which it 
is borrowed the exac*^ amount which must 
be paid as interest. If the user happens at 
the same time to be the owner of the capital, 
he will coimt interest on his own capital as a 
fixed charge exactly as he would if it were 
borrowed. So it appears that the amount 
to be taken out of the proceeds for interest 
will be a necessary fixed sum. This will be 
true so long as the amotmt of capital and 
the rate remain the same. Since the shares 
of land and capital are fixed, and since gross 
proceeds are variable, the portion left for 
labor will be variable, increasing as more is 
produced and decreasing as less is produced. 
This will do for theory, but in practice it is 
not true. Men divide proceeds into four 
parts instead of three. The fourth share, 
called profits, being taken from actual values 
produced, must be drawn from rent, or 
interest, or compensation due to services, 
or from all, If all that cap be justly claimed 
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as rent and interest has been paid to land- 
lord and capitalist, all that goes as profits 
must be drawn from compensation due to 
services. In practical business life landlords 
and capitalists do get their shares. They 
would not allow their land and capital to be 
used if they did not receive a fixed compensa- 
tion agreed upon and secured by bond and 
mortgage whenever practicable, or in some 
other way. Then profits must always be 
taken out of the portion due to those who 
do the work, and would always go to them 
if it were not for the power over division of 
the proceeds which is secured by control of 
the land and tools. This control, as has 
been elsewhere shown, enables the owner or 
manager through the wage system to make 
the portion paid for services also a fixed 
amount, as are rent and interest. When 
this has been accomplished, any portion of 
the proceeds left after paying these three 
fixed amounts and incidental expenses is the 
unearned gratuity called profits. 

In these days of corporations, dividends on 
stocks are a common form in which men re- 
ceive profits after these are separated from the 
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rest of total proceeds. ** Dividends " is a 
blanket term including rent, interest, and 
profits. If a man buys a tenth of the stock 
of some corporation, he then owns a tenth of 
all the property of every form which belongs 
to the corporation. He is a landlord to the 
extent that he owns a tenth of all the land 
owned by the company. He is a capitalist 
to the extent that he owns a tenth of all the 
company's other property not land used in 
producing. When he receives a dividend he 
is paid for the use of his tenth of the land 
and capital. In other words, he receives 
rent and interest. If he receives more than 
a fair or normal compensation for his actual 
investment he is receiving profits also. In 
the organization of corporations it is a very 
common practice to issue an amount of pre- 
ferred stock which will cover all the actual 
values owned by the company, and a like 
amount of common stock which represents 
no values, but is what is known as ** water." 
If a man buys a block of preferred stock at 
organization, he often receives a like amount 
of common. He is confident he will receive 
dividends on his preferred stock. If the earn- 
ings of the concern are sufficient, he will 
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receive a dividend on his common also. If 
he does, it is pure profit since it represents 
no investment or sacrifice of any kind on 
his part. 

Two or three illustrations. The total 
capital stock of the Sugar Trust as reorgan- 
ized in 1891 is $90,000,000, half preferred, 
half common. The properties have been 
variously estimated. In a statement made 
by the Trust to the authorities of the State 
of Massachusetts, December 31, 1905, one 
item of their assets was $35,156,876 for the 
realty owned by the Trust. This represents 
the Trust's estimate of the values of its own 
plants. The other items of assets, cash, 
accounts receivable, investments, etc., do not 
represent actual properties as the various 
plants do, bought and paid for at some time 
by means provided by individual stock- 
holders, but they represent rather the earnings 
of the Trust. If we assume that $35,156,876, 
the Trust's estimate of its realty, represents 
actual values which have cost that amount, 
then the whole of the common stock of 
$45,000,000 and $10,000,000 of the preferred 
represent "water," and have cost nothing 

except the paper on which the stock certifi- 
9 
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cates are printed. All dividends paid on this 
water are a gratuity. A 7% dividend has 
been paid on all preferred stock since the 
organization of the Trust in 1887. The divi- 
dends on the common since 1891 have ranged 
from 4% in 1891 to 12%, which was the 
annual dividend for a period of six years, 
from 1894 to 1900.* The total dividends paid 
during these six years amounted to about 
$46,000,000. Of this amoimt, $10,000,000 
were dividends on what appears to be 
actual investments of real values made by 
the stockholders, while the remaining $36,- 
000,000 were dividends on nothing. Every 
time one dollar was paid in dividends for 
actual investments during this period of 
six years, more than three and a half dollars 
were paid in dividends on nothings. All 
dividends on stocks which cost nothing are 
called profits. Whatever they are called, they 
are most assuredly a gratuity. 

When the Steel Trust was organized in 
1 90 1, the capital stock authorized by its 
charter was $550,000,000 cumulative pre- 
ferred, and $550,000,000 common. 1 Nearly 

* For capitalization and dividends, see Moody's 
Truth about the Trusts. 
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the whole amount of both kinds was issued 
at once, the small remainder being held in 
reserve. About a year later $200,000,000 
of the preferred was converted into a like 
amount of bonds, leaving $350,000,000 pre- 
ferred. At the time of this conversion the 
Trust issued $50,000,000 bonds additional 
to the $200,000,000 issued in payment for 
the stock, making $250, 000 , 000 . This added 
to the $304,000,000 issued at the time of 
organization in payment for stock and 
bonds of the Carnegie Company makes a total 
oi $554,000,000, on which the Trust is paying 
5 per cent, interest. They are also paying 
7 per cent, dividends on preferred stock, 
and at present 2 per cent, on the common. 
On this basis, about $65,000,000 is paid 
annually to its stock- and bond-holders. 
Just how much of this is fair and square com- 
pensation for the use of real capital it is 
impossible to say. Various estimates of the 
values of the properties have been made by 
those in a position to know. When before the 
Industrial Commission at Washington, Mr. 
Byron W. Holt, Secretary of the Tariff 
Reform Committee of the Reform Club 
in New York, estimated the Trust's pro- 
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perties to be worth about $300,000,000, * 
or the amount of its bonds, then existing, 
and said that "all of both kinds of stock 
is what is commonly called • water.' " This 
estimate was given in the spring of 1901, 
immediately after the formation of the 
Trust. After this the conversion of $200,- 
000,000 of preferred stock into bonds 
took place, which resulted in increasing 
the amount of bonds to $554,000,000. 
Although Mr. Holt's line of reasoning in 
arriving at his conclusion is logical and con- 
vincing, yet let us asstune that the real 
values of the real properties owned by the 
Trust is the face value of all bonds issued 
up to date. This leaves us to conclude, with- 
out ground for doubt, that all the stocks both 
preferred and common are fictitious, that 
there are no real values behind either not 
covered by bonds, that the $46,500,000 paid 
annually as dividends on stocks are not paid 
as compensation for services, or for real 
investments in real values, hence are purest 
profits, a gratuity to some body somewhere 
in the issue and transfer of bonds and stocks 
in the history of the Steel Trust and its con- 
stituent companies. The man who now 
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holds stock and has paid market value for 
it is not getting the gratuity. But some 
other fellow somewhere has sold this stock 
which cost him nothing and is getting his 
gratuity in some other form of income. The 
gratuity is paid whether the man who now 
owns the Steel Trust stocks gets it or not. 
If, as we have assumed, the face of the bonds 
issued by the Trust covers all the real values 
of all the real properties, it follows that the 
dividends paid on all stocks roughly measure 
the total amount of gratuities which are 
annually being paid to those who somewhere 
along the line of the development of the 
Trust and of its constituent companies have 
reaped the benefit of issuing stocks which 
represent absolutely no values, but which 
can be made to pay dividends. The strong 
probability is that quite a portion of the 
$27,700,000 paid annually as interest on 
bonds is also a gratuity. However this 
may be, the amount of the gratuity is not 
essential to our discussion. The important 
point is that such a gratuity is paid in the 
form of dividends and is commonly considered 
as profits. 

One other excellent illustration of the fact 
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that profits are a gratuity is found in the 
payment of dividends on fictitious values of 
railroad stocks and bonds. The chief au- 
thority for the figures used here is Senator 
La Follette of Wisconsin, who has made an 
extensive study of railroad securities. In 
his speech made in Congress, April 19, 20, 
and 21, 1906, Mr. La Follette gave an array 
of facts and figures, with his authorities for 
them, which can not be successfully disputed. 
All the stocks and bonds issued by the various 
railroads, on which they were paying interest 
and dividends in 1904, amounted to more 
than $13,000,000,000. The actual cost of 
all the railroads was estimated at about 
$5,000,000,000. This latter sum represents 
actual values, hence payment of interest and 
dividends on this amount means payment 
for actual investments. But interest and 
dividends are being paid on $13,000,000,000. 
That is, interest and dividends are being 
paid on $8,000,000,000 of stocks and bonds 
which represent no values, hence no real 
investment, but are "water." If 7 per 
cent, is a fair compensation for invested 
capital, $350,000,000 will be fair compensa- 
tion for all real investments representing 
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values in the railroads of the country. 
However, according to the returns for 1904, 
the actual interest and dividends paid to 
those holding railroad securities for that 
year was $685,000,000. This means that 
the public pays in one year, in the form of 
charges for freight and travel, interest and 
dividends on fictitious stocks and bonds a 
sum amounting to the difference between 
$685,000,000 and $350,000,000, or $335,- 
000,000. If 7 per cent, is fair return for 
investment, the railroads are then exacting 
nearly as much for payment of interest and 
dividends on fictitious values as on real 
values. In that case $350,000,000 would be 
the annual payment on real values, while 
$335,000,000 would be exacted as payment on 
fictitious values. The gratuity is the annual 
payment by the public, in the form of un- 
reasonable prices for freight and travel, of 
$335,000,000. Many of those who now hold 
railroad securities are of course not receiving 
this gratuity for the simple reason that they 
have paid actual cash for fictitious issues of 
stocks, but this does not change the fact that 
the gratuity is paid, and that somebody 
along the line of issue and transfer of these 
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stocks and bonds is reaping the advantage. 
If somewhere along this line some man 
secured a piece of paper called a certificate 
of stock for nothing and later sold it for a 
thousand dollars, he ** took profit " to that 
amount. If he invests this thousand dollars 
at 6 per cent, interest, he is receiving a 
gratuity of $60 a year, and the public is 
paying it. He calls it profits. 

Although dividends are a very common 
form in which this gratuity is received, yet 
it is only one of many ways. Any man who 
receives for the conduct of an enterprise a 
salary which is more than an adequate com- 
pensation for his services, is receiving a gra- 
tuity. Unreasonably large salaries, such as 
the Steel Trust paid its first president and 
such as certain insurance and trust com- 
panies, banks, and railroads are paying their 
officials, are out of all proportion to the total 
earnings of the concerns, and bear no reason- 
able ratio to the compensation paid to 
employees of all classes and investors in the 
same concerns. Unduly large compensation 
for any service, or. for the use of land, or for 
the use of capital, is such a gratuity. Any 
compensation for the use of capital not pro- 
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duced or not earned in a fair field with others 
by the man who receives it, is such a gratuity. 
Likewise in the case of any compensation for 
the use of natural resources. 

To one who sees that the sources of profits 
are in advantages of location and equipment, 
in skill of management which is compensated, 
in monopolistic powers, in special privileges 
of patents, franchises, tariff, etc., and who 
sees how profits are separated from the rest 
of the gross proceeds, and that all profits 
properly defined are received in the form of 
unreasonably large compensation for services 
of some sort, or in the form of compensation 
for no services of any sort, to this man profits 
must appear as an unearned gratuity. As 
an unearned gratuity, it consists of values 
produced and earned by somebody from 
whom they have been taken by society- 
approved methods. 



CHAPTER IX 
THE SECOND DISTRIBUTION 

IP rent, interest, wages, and profits, which 
have been discussed in the last four 
chapters, are the only means of distribution, 
whence comes the share of the man who owns 
no land from which to get rent, and no 
capital on which to get interest, who does not 
work for wages, and who has no interest in 
business enterprises from which he might 
receive profits? There is evidently some 
other agency, or other means of distribution. 
The particular part of distribution performed 
by rent, interest, wages, and profits is seen 
by dividing society into two great groups, 
the industrial and the non-industrial. By 
the industrial are meant all those who are 
in any way employed in connection with in- 
dustrial undertakings, or who are financially 
interested in such imdertakings. Capitalists 

and landlords belong to the industrial group 

138 
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and for our purpose are so classed. All other 
classes of society constitute the non-industrial 
group. The classes composing this latter 
group are differentiated from each other by 
the nature of the work they perform. Hence, 
we have lawyers, doctors, teachers, preachers, 
authors, artists, actors, musicians, public 
officials, domestic servants, etc. The clas- 
sification will appear as follows : 



" Industrial 
Gxx>up 



Society I 



^Owners of natural resources, 
who get rent and profits. 

Owners of capital, who get 
interest and profits. 

Wage-earners, who get wages. 

Business managers, who get 
salaries and profits. 

r Professional classes.^ 

Authors and com- 
posers. 

Artists and musi- 
cians. 

Public officials. 

Servant classes. 

All others who per- 
form some useful 
service not indus- 
trial. 

Rent, interest, wages, and profits are the 
agencies which perform what may be called 



Non-indus- 
L trial Group 



Get com- 
pensa- 
tion for 
services 
not in- 
dustrial. 
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the first distribution, the distribution among 
the industrial classes, whose energies are 
devoted entirely to goods, to material things 
in which values inhere, either producing or 
transporting these valuable things. But the 
agencies, rent, interest, wages, and profits, 
do not determine any portion of these values 
which find their way into the possession of 
the non-industrial classes, unless perchance 
members of these latter classes are also 
members of some industrial class. The 
first distribution leaves social income in 
the hands of those who compose the in- 
dustrial group. The transfer of a portion 
of social income from their hands to the 
hands of the non-industrial group, and 
its diflFusion among the latter, we shall call 
the second distribution. The non-indus- 
trial group would be without income were it 
not for some relation between the two groups 
which allows a part of social wealth to pass 
into the hands of the non-industrial group. 
This relation is that of service. The non- 
industrial classes are compensated for services 
performed for the industrial classes. This 
is the initial step, which is continually being 
taken, in what has been designated as the 
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second distribution. Because of this re- 
lation of service, all non-industrial classes 
may appropriately be called "the serving 
classes," and the agency employed in making 
the distribution,'* service." This is the agency 
not only for the transfer of wealth from the 
industrial to the non-industrial group, but 
also for the continued distribution among the 
different classes of this latter group. This 
continued distribution results from compen- 
sation for services performed by a member 
of one non-industrial class for a member of 
another. For example, doctors serve law- 
yers, teachers, authors, etc.; lawyers serve 
doctors, artists, etc. So through this inter- 
service among the non-industrial classes 
distribution continues among them of the 
wealth which has been transferred from the 
industrial classes. This makes it possible for 
many who belong to some non-industrial 
class to secure an ample share of social in- 
come even without serving any who belong 
to the industrial group. 

These different kinds of services are so 
numerous and the ways of performing them 
so various and so interwoven with each other 
that any attempt to describe them would 
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be futile. In the first distribution the case 
is different. There the agencies are normally 
three in number, rent, interest, and wages 
including salaries, although in practice there 
are four, profits being included. It is com- 
paratively easy to trace the work of these 
four agencies, but in the second distribution 
the channels through which the distribution 
is made throughout society are innumerable. 
For the sake of illustrating more clearly 
what is meant we name a concrete case. 
The physician is not engaged in the pro- 
duction of wealth, although his influence 
and that of all other social servants tends to 
increase values. His work is a necessity. 
Among those whom he serves are those who 
are engaged in the production of wealth. 
By these he is compensated for his services. 
In this instance, wealth since its production 
has passed through the hands of one person 
only when it comes into the possession of 
the physician. Among those whom he 
serves are others who like himself are not 
engaged directly in production, who receive 
whatever wealth they possess through the 
performance of some service to others. 
These also pay the physician for his services. 
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In such cases, the values he receives have 
passed through the hands of at least two 
persons since they left the mills of produc- 
tion. They may have passed through the 
hands of half a dozen, ten, twenty, before 
they come into his possession. 

This is the part the physician plays as a 
receiver of wealth, but he plays no part 
in distribution until he begins to pay 
others for services they render him. If 
he is the head of a family, the larger 
part of what he receives will most likely 
be paid out to those who serve him and his 
family. So his ** income" becomes " outgo," 
which in turn is ** income" to the tailor, the 
grocer, the merchant, the butcher, the dress- 
maker, the milliner, etc. Exactly so it is 
with all professional and business men, with 
every man and every woman who are re- 
sponsible for their own living or that of 
others. All who have incomes large or 
small have corresponding outgoes, and in 
that degree they are distributers of wealth. 
A man with large income engages services 
of others more freely and compensates them 
more liberally than he would if his income 
were smaller, so he buys more goods and 
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pays more for his purchases. To the man 
with small income a dollar means more. It 
has greater value to him, hence he engages 
the services of others only after consideration, 
or only when he is obliged to do so. For the 
same reason he buys fewer goods than he 
would if his income were larger, and pays 
less for his purchases. He is a distributer 
of wealth, but not on so large a scale as the 
man whose income is larger. So in general 
men are distributers according to the size 
of their incomes. This is true up to a certain 
point. There comes a time in the expendi- 
tures of any man whose income is constantly 
and rapidly growing larger when he is sur- 
feited and further expenditure brings no satis- 
faction. He then accumulates from necessity 
if from no other motive. From this point 
his influence as a distributer does not increase 
in proportion to his increase of income. He 
may accumulate until his personal influ- 
ence as a whole will result in concentration 
of wealth rather than in its diffusion. 

It is evident that the character of the 
first distribution will determine in a large 
degree the character of the second. If the 
results of the first are a diffusion of wealth 
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among the parties to it, the result of the 
second will be a still more general diffusion 
among all classes. This was quite true 
of the American people before and up to 
the time of the Civil War. Up to that time 
we had few if any millionaires and no serious 
poverty problem. On the other hand, if the 
first distribution results in a concentration 
of wealth in the hands of a comparatively 
few men, the second can never produce 
that general diffusion which is absolutely 
essential for a healthy and happy condition 
of society. No better illustration of the 
truthfulness of this statement could be 
expected than the condition that exists 
in this country to-day. Every student of 
industrial problems knows that, side by 
side with the unprecedented development 
of the industrial side of American life since 
the Civil War, there has been a growing and 
rapidly increasing concentration of wealth 
in the hands of the proprietors of large 
industrial operations, and, on the other hand, 
an increasingly difficult poverty problem to 
solve even among the wage-earning classes 
employed by these same proprietors. This 
is the result of the first distribution among 



10 



146 The Second Distribution 

the producing classes. The f tirther distribu- 
tion among the non-industrial or serving 
classes has not counteracted the concen- 
tration among the producing classes, so 
has not produced such a diffusion as would 
render all active classes comfortable. 

Let us suppose that the first distribution 
results in a concentration of the proceeds 
of industry in the hands of a few thousand 
capitalists, while others — ^millions in number 
— ^who contribute directly to production each 
gets an average daily wage amounting in the 
year to $500. The man who gets only $500 
can distribute only $500, while the man who 
gets $50,000 can distribute $50,000. The 
natural wants of these two men are the same, 
and under like circumstances their developed 
wants will be substantially the same, so that 
with like opportunities and with like incomes 
they would distribute like amoimts among 
others. Their effect upon the second distribu- 
tion would be practically the same. But 
with the difference of income assumed 
above, their effect on the second distribu- 
tion will be very different. The man with 
the smaller income, together with his family, 
will live with fewer services from others and 
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poorer services simply because he cannot 
pay for more or better services, so that 
he will distribute his income to a smaller 
number of people, and what he gives to 
each will be in smaller amounts. But the 
man with larger income will secure services 
from a larger number and a better grade of 
service, so that he will be a distributer to a 
larger number of people, and will distribute 
in larger amoimts. 

There is a limit, however, in payment for 
services performed by others for every man 
and every family beyond which expenditure 
is extravagance and a form of social waste. 
When one with large income stops expendi- 
ture at a reasonable limit he accumulates. 
Because he secures a higher grade of services 
and pays more for them than the man of 
small income, and because he accumulates 
for himself, the effect of his disposal of his 
income upon the second distribution is 
rather to maintain the concentration pro- 
duced by the first. At least he does not 
contribute so much towards diffusion as 
would result if the same large income were 
divided among several. On the other hand, 
because the man with the small income 
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secures a lower grade of services and pays 
less for them than the man with a large 
income, and because he is not able to accumu- 
late anything for himself, it is evident that 
the effect of his disposal of his income is to 
diffuse wealth in as large a degree as is 
possible imder the circumstances. There is 
absolutely no influence in his life imder his 
control which tends to maintain the concen- 
tration which results from the first distribu- 
tion. His voluntary influence is entirely to 
break up such concentration. So it will be 
with every man who receives only so much 
income as he can spend advantageously in 
fair compensation for services secured for 
himself and his family. Beyond this the 
effect is concentration rather than diffusion. 
If instead of a few thousand men receiving 
through the first distribution hundreds of 
thousands or even millions of dollars as 
incomes, while millions of men receive a 
few himdred dollars only; if instead of this, 
all the millions of men composing the indus- 
trial group should receive such incomes and 
such only as would allow them to secure 
and pay fairly but not extravagantly for all 
such services as would contribute to their 
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greatest satisfaction and highest develop- 
ment, this, in the first place, would be a 
far more equitable division in the first pro- 
cess and would be the initial step in the 
general diffusion that would follow in the 
second process. It would prevent the vast 
accumulations on the part of the few which 
must be accompanied with poverty of the 
many, would prevent the social waste which 
always results from extravagance in expendi- 
ture, and would make of those who now are 
diffusers of wealth among the serving classes 
in no true sense, diffusers in a much larger 
degree. This would follow from their inabil- 
ity to pay extravagant fees for services and 
extravagant prices for goods. It would 
compel them to diffuse their income by pay- 
ing moderate and reasonable fees and prices, 
and would turn into the hands of those 
who are now receiving small and insufficient . 
incomes that which is now being accumu- 
lated into vast fortunes, and hence would be 
an influence to make vast fortunes impossible. 
On the other hand, such a division among 
the producing classes as we have supposed 
would make of the millions whose incomes 
now are a few hundred dollars only, dif- 
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f users of wealth in a much higher degree than 
they now are. We have already said that 
the effect of the manner in which they are 
now compelled to spend their income is to 
diffuse wealth among the serving classes in 
about as large a degree as it is possible for it 
to be tmder the circumstances. If by some 
means the incomes of these millions of the 
industrial classes could be increased to a 
few thousand dollars, they would still spend 
their incomes in such manner as would 
make them real diffusers of wealth, and that 
in a much higher degree than they possibly 
can be with the incomes of a few hundred 
dollars only. But so long as the irrational 
process of making the first division of social 
income through land-rent, interest, wages, 
and profits continues, the second distribution 
will be an ineffectual adjunct of the first. 
If society shall rationalize the first process 
by a rational control of the present agencies, 
or by adopting some new agencies, the second 
process with service as its agency will sup- 
plement the work of the first and assist in 
accomplishing such a diffusion of wealth as 
will contribute to highest social welfare. 



CHAPTER X 

PUBLIC OWNERSHIP THE SOURCE OF 
PERMANENT IMPROVEMENT 

THOUSANDS of the best men and women 
in the world are engaged in charities 
of various kinds, relieving suflEering and 
want which restilt from poverty, but suffer- 
ing and want increase notwithstanding these 
labors of love. Other thousands are em- 
ployed in caring for criminals, but crime is 
on the increase still, because poverty makes 
thieves and robbers and limatics. Agencies 
provided for saving women and girls who 
sell their virtue for bread and clothes are 
numerous, but virtue continues to be sold, 
and will be sold so long as woman is an 
economic slave. All charitable and correc- 
tive agencies are caring for the wrecks of an 
irrational distribution of social income. So 
long as this irrational distribution is main- 
tained there will be wrecks to care for, 
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Of all the numerous suggestions made for 
the correction of the wrongs of our indus- 
trial system pointed out in the foregoing 
pages, only two of them are worthy of serious 
consideration. These are the single tax and 
socialism. All other reform schemes scratch 
the surface and produce only temporary 
results. These two, similar in aim and 
methods, go to the roots. The single-tax 
proposition aims at the equalization of oppor- 
tunities while maintaining the competitive 
system. It hopes to accomplish this through 
the socialization of all natural agents. So- 
cialism aims at accomplishing substantially 
the same result by the substitution of co- 
operation for competition. Both involve 
public ownership, one public ownership of 
natural agents only, the other public owner- 
ship of natural agents together with the 
other means of production and transporta- 
tion. With both the key to permanent social 
improvement is public ownership. These two 
propositions are appropriately noticed at this 
point since they are the only reforms yet pro- 
posed which promise, with any degree of as- 
surance, permanent relief from the wrongs of 
the present system. This however is not the 
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place for any full discussion of their merits 
and demerits. Mention of their more salient 
features only will be undertaken. 

The single tax is a method. Its advo- 
cates would accomplish their end by taxing 
all natural agents according to their value- 
for-use whether they are used or not. In 
another chapter land-rent has been illus- 
trated, defined, and shown to be a gratuity 
to the landlord class through the institu- 
tion of private ownership. It was also shown 
that it had its origin in the growth of the 
community, that as the inhabitants of the 
world increase in number and the conse- 
quent demands upon land increase accord- 
ingly, the percentage of the total product 
which goes to landlords increases while that 
of the workers decreases. This may be il- 
lustrated by the following simple diagram : 
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This explains the strange title of a book, 
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Progress and Poverty, a masterly work of 
a master mind. Whatever may be our view 
of Henry George's remedy for this mon- 
strous injustice which is ignored and con- 
doned by society, we must acknowledge 
that in writing this work he performed a 
great social service and deserved to be 
called "the poor man's philosopher." He 
saw that while society has been doing what 
they call making progress they have also 
been making poverty; that where this so- 
called progress is greatest, there poverty is 
also greatest. He sought for the cause and 
found it, as he believed, in the ever-increas- 
ing portion of the products of industry which 
goes in the form of rent to the landlord class, 
and in the consequent increasing portion 
which goes in the form of interest and pro- 
fits to the capitalist class, thus leaving an 
ever-decreasing portion for those who per- 
form the labor. 

The remedy for the injustice involved in 
and growing out of private ownership of 
natural agents must necessarily be such a 
re-adjustment of man's relation to these 
agents as will allow the entire product of 
labor and that only to go to the man who 
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labors with head or hand, and prevent any 
portion of it from going to the man who 
does not labor. 

The method suggested for the accomplish- 
ment of this end is, as already indicated, a 
tax placed upon all natural agents according 
to their value-for-use. Rent to landlord is 
now paid according to their value-for-use ap- 
proximately. Change from private rent to 
public tax, — ^from payment of land-rent to 
private individuals who make no return 
to anybody for it, to payment of rental-tax 
to the community which produces the sur- 
plus. In other words, let the community 
turn to its own use that which the community 
itself produces. This proposition is supported 
by a large and rapidly growing number of 
thinking people. 

We shall not tmdertake any full discus- 
sion of the results that would follow, but 
will merely point out several of the more 
evident, and refer those who wish to know all 
that is claimed for the plan to the literature 
of Henry George and his followers. 

Assuming that the revenue from this 
single source would be sufficient to defray 
all government expenses, which would be 
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true beyond serious doubt, all the burdens 
of taxation which now rest upon the products 
of labor, upon industry and economy, would 
be removed from these and placed upon 
natural agents which cost society nothing. 
The real burdens connected with maintaining 
government would be abolished. Govern- 
ments would be maintained at substantially 
the same cost, but if their support can be 
drawn from a surplus of product which costs 
no sacrifice on anybody's part, it will cer- 
tainly be no burden to anybody. The income 
of owners of land would of course be reduced 
— ^reduced by so much as is now being given 
to them by society's continued blunder. 
Nothing would be taken from their incomes 
which they earn like other folks. An English 
economist considers a tax on inheritance as 
"revenue without burden." If some friend 
dies and leaves me $10,000 and the govern- 
ment takes ten per cent, of it, it is no burden 
for me to receive a gift of $9,000 instead of 
$10,000. In fact it would be no burden to 
me if the whole of it should be taken by the 
government. I simply would not be lucky. 
The case is very similar with a rental-tax 
on all kinds of natural agents when levied 
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according to their value -for-use, graduated as 
rent is graduated, and turned into the public 
treasury instead of into landlords* pockets. 
This would be no burden to the landlords. 
The donations which they have been receiv- 
ing because of the growth of the community 
would be stopped, that 's all. It is no burden 
to me if a man does not give me a thou- 
sand dollars. Taxation as now administered 
is an incubus upon industry, upon personal 
ambition, upon thrift and economy. The 
common methods are irrational and opposed 
to general welfare. Not one of them complies 
with the universally accepted principles of 
taxation. If it is possible, as it seems to be, 
to obtain all expenses for all forms of govern- 
ment from a source which will relieve the 
individual of tax burdens it is irrational not 
to do it. 

A second result of the single-tax prop- 
osition would be the destruction of all spec- 
ulation in land, since the object of such 
speculation would be removed. Under the 
present regime a man buys a city lot thinking 
that in a short time he can sell it at an ad- 
vance price and * * make money. ' ' The motive 
of this speculation is to get the advance in 
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value which the growth of the city causes, to 
get something for nothing. If lands should 
be taxed according to value-for-use the tax 
would be so high that no man could afford 
to buy lots and not make use of them. The 
tax would take the increase in value. But 
the buyer of the lot could better afford to 
build on his lot under such a r^me than 
he can under the present since his house 
would be exempt from taxation. The house 
is the fruit of labor. This would not be 
taxed, but he would be called upon to pay 
a tax according to the use-value of the lot. 
Speculation in farm lands would also be 
prevented for the same reason. At present 
many millions of acres of farm lands are held 
out of use by speculators who are holding them 
for increase of value. If these lands were 
taxed according to value-for-use speculators 
could not afford to hold them out of use. 
They would be obliged to make use of them 
or give them up. It would be impossible to 
make use of them, at least of any large part 
of them, hence they would become the 
homes of thousands of families who are now 
homeless. 
For the same reason it would not pay a 
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man to buy farm lands and hold them for a 
rise in value it would not pay to buy coal 
fields and hold them without working them. 
If the coal fields were taxed according to 
their value-for-use one could not afford to 
pay the tax and not work his mines. The 
only reason why coal mines are monopolized 
is because the coal fields not worked are taxed 
very slightly or not at all. The present 
irrational theory of taxation is that unused 
or unimproved lands ought not to be taxed, 
or if at all very little. But if the tm worked 
coal fields were taxed according to their 
value-in-use, the coal barons would be 
obliged to abandon them in whole or in part 
because they could not work them all. Or if 
they did, too much coal would be marketed 
for profit to them, so in either case they 
would be compelled to lose their monopoly 
power. If they gave up the unworked fields 
as they would be obliged to do these same 
fields would be open to access for others, in 
which case monopoly would be broken by 
competition. Exactly the same would be 
true in the case of all other kinds of mines, 
and all other kinds of natural agents. Specu- 
lation in these would be at an end, if 
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they were all taxed according to their 
value-for-use. 

A third result which would follow from the 
appropriation of land-rent by government as 
a source of revenue at first thought appears 
like confiscation. This result is that it would 
eventually destroy the selling value of natural 
agents. It was seen by the aid of our il- 
lustration in the chapter on land-rent that 
no rent could be paid on the poorest grade of 
land cultivated, because it only just paid a 
fair compensation for the labor and capital 
needed for its cultivation. Hence this poorest 
grade has no selling value since it would not 
pay any interest on the investment. Now if 
all rent on the better grades should be taken 
by taxation their selling value would be 
reduced to the level of the selling value of the 
poorest grade, which is zero, since the only 
difference in value between these grades 
and the poorest is what is given to them by 
the surplus on the better grades. When the 
value of land is reduced to zero nothing is 
gained by owning it. All advantage is then 
in its use, which privilege can be secured 
tmder the single-tax regime by paying a 
rental-tax to the community. Under such 
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a regime ownership would revert to the 
hands of the community. Public ownership 
would result. This looks like confiscation 
of the property of men who have been 
assured by society of protection of their 
rights if they invest in natural resources 
of any kind, yet it has compensations even 
for the men whose values seem to be de- 
stroyed. The statement of these com- 
pensations will be deferred until after the 
presentation of the next favorable result 
that would follow. 

If the appropriation of rent for govern- 
ment expenses should destroy all specula- 
tion in natural resources by the removal 
of the motive for it, and if the selling value 
of all such resources should be destroyed, a 
fourth result would be an approach to an 
equalization of opportunities by making 
access to the use of land equally possible 
for all. A perfect equalization of oppor- 
tunities is the ideal economic condition, but 
such a condition we must not expect on 
earth. It does not exist even in heaven if 
any of the hunian nature from earth has 
been imported into it. But we have a right 
to expect an approach to such a condition 
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on earth. The first step of progress in this 
direction is to recognize the fact that no such 
equality of opportunity does now exist. The 
man who very glibly declares that all men 
have the same chances in this country 
may himself have economic freedom only 
to go to the poorhouse, and may not know 
it. Competition has been supposed to be 
free and has been proclaimed from the 
housetops as the mainspring of all industrial 
activity. The expression **free competi- 
tion" has been understood to mean that 
all men have an equal opportunity in every 
industry, that every man has the same 
chance as every other man to make steel 
rails, to equip a railroad, or to build ships. 
This has been the doctrine assumed and 
taught by economists. It is not surprising 
that political economy has been dubbed 
"the dismal science." Thoughtful men 
have felt that the doctrine was false and yet 
because those who ought to know said that 
competition was free, they have in theory 
accepted the doctrine as true, but in prac- 
tice have demonstrated its falsity. Whether 
competition is free or not depends upon the 
kind of freedom one is talking about. If he is 
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talking about legal freedom — Yes, competition 
is free. If he is talking about economic free- 
dom — ^No, competition is fettered, strangu- 
lated, in some fields dead. All men are 
legally free, most men are economically 
bound. Legal freedom, economic bondage, — 
this is the state of those who do not own nat- 
ural agents or that which can be exchanged 
for such agents. All men are legally free to 
enter any business they choose to enter. The 
cobbler is legally free to refine oil. The street 
sweeper is legally free to build a railroad. 
Why does n't he do it? There is money in it. 
''Competition is free." In these days the 
millionaire only is economically free. The 
poor man is in economic bondage. The 
failure to distinguish between legal and 
economic freedom is the cause of endless 
befuddled thinking and talking. Taxation 
of all natural agents according to their 
values-for-use, it is claimed, will establish 
and maintain substantial equality of op- 
portunity for all by establishing and main- 
taining access to these natural agents for 
all on exactly the same conditions, which 
means freedom of competition in a fair and 
open field in a much truer sense than is 



i64 Public Ownership 

possible where private ownership of natural 
agents prevails. 

We have said that the apparent confisca- 
tion of property in the execution of the 
single-tax proposition has its compensations. 
All that one can ever get out of natural 
resources of any kind is use. In the case of 
a city or town lot, use, and nothing else, is 
all the advantage there is in it for anybody. 
So in the case of water-power or navigation 
privileges. All the farmer can get out of 
his land. is its use for cultivation. The only 
advantage to anybody in a mine of any kind 
is its use. The same is true of forests, 
fisheries, etc. Hence if one is not disturbed 
in his use of his land, and he continues to use 
it for his life time, there is no confiscation for 
him. It is only apparent. If tmder the pro- 
posed regime he wishes to give up its use, he 
can sell his right to use, or he can secure the 
use of other land without buying it as he did 
in the first case, by simply paying a rental- 
tax for its use. So again the confiscation 
evil does not appear as great as it would if a 
man should be deprived of a privilege which 
he secured by the investment of a sum of 
money and no privilege given in return. 
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For example suppose a man has bought a 
city lot for $2000. He is using it by living 
in a house which he builds on it. After this 
has been done suppose the above proposition 
to tax land values only has been put into 
execution. The selling value of his lot has 
been destroyed. Apparently his $2000 has 
been confiscated, but the selling value of all 
other land has been reduced to zero also, so 
he can go to some other lot and get its use 
without paying for the lot as he did in the 
case of the first. He can get its use by 
paying a rental- tax for it, and if he continued 
to occupy the first lot he must pay for its 
use also. So the severity of the confiscation 
to the individual melts away in the light of 
his compensations. The same would be true 
of all kinds of natural agents. Yet there 
would be wrongs, but these wrongs to indi- 
viduals which would be inflicted by the ap- 
propriation of rent for government expenses 
would be greatly alleviated by changing 
from the present regime to the proposed 
regime gradually. If twenty-five, thirty, or 
even fifty years should be occupied in making 
the change whatever wrongs to individuals 
were to be suffered would be distributed, 



1 66 Public Ownership 

since the ownership of natural resources 
would in most cases change hands, perhaps 
several times while its market value is being 
reduced. The longer the period used in 
lightening and finally abolishing other forms 
of revenue, and in putting into force the 
one tax on land values, the less would be 
the wrong t;o any one individual. 

So then it appears that the apparent con- 
fiscation has its compensations. Suppose, 
however, it could not be alleviated in any 
way, but owners of natural resources would 
be compelled to suffer all the wrong just as 
it appears at first thought, would it be ad- 
visable to undertake the change? Such a 
question must be answered from the point of 
view of public welfare, and not from the 
point of view of the individual's advantage, 
or even from that of the advantage of any 
class. If it is evident, clearly evident, that 
the welfare of general society would be 
served by such a change, most assuredly it 
ought to be made. That is right which con- 
tributes in highest degree to general welfare. 
Ardent single taxers say with much reason 
that the case finds a parallel in the abolition 
of slavery, that social welfare was served 
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by freeing the slaves which was wholesale 
and sudden confiscation of property. The 
abolition of slavery took place when the 
majority of the people in the nation believed 
that general welfare would be served by its 
abolition. This was the ground for claiming 
it was right. So now single taxers claim 
since private control through private owner- 
ship of natural resources is the cause of the 
existing economic slavery, it is right to break 
that power of private control even if real 
confiscation for a class is a result. General 
welfare forever outweighs class interests. 

The final result of this method of taxation 
in full force would be public ownership of all 
natural agents, which is partial socialism. 
The advocates of the single tax think that 
this partial socialism would paralyze the 
present power of control over the division 
of social income and so distribute this power 
among the people that they can correct the 
evil results of the present distribution. They 
say that since natural agents are the founda- 
tion of all wealth-producing processes, con- 
trol of these agents carries with it control 
also of all capital represented in the tools 
of production. Hence this control in the 
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hands of the people will lead to the correction 
of the injustices connected with the uses of 
capital as well as with land*rent. 

Socialists do not deny that the advantages 
of this partial socialism would be great, but 
they claim that highest social welfare will 
not be secured thereby. They think that 
public ownership of natural agents only is 
not sufficient. It must extend to all other 
means of production. They say also that 
co-operation of the community must extend 
not only to the ownership of all means of 
production, but also to the operation of all 
productive processes. Community owner- 
ship of the means of production and common 
management of the productive processes 
necessitate a revolution in the method of 
distribution. These are the cardinal prin- 
ciples of socialism. Socialists claim that 
nothing short of the execution of this radical 
program will insure the destruction of the 
present centralized power of control over 
distribution. 

In a former chapter it was pointed out 
that capital as popularly understood per- 
forms two distinct functions, one legitimate, 
the other illegitimate. Its legitimate func- 
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tion is to assist labor in changing the form 
and place erf material, while its illegitimate 
and non-essential use is to control the ma- 
terial. It was shown that this illegitimate 
function of private capital is the key to dis- 
tribution. Both single taxers and socialists 
aim at the transfer of this key from the 
hands of individual citizens to the possession 
of the community. Single taxers have a 
definite method for accomplishing this. In 
the main socialists agree as to what is to be 
accomplished, but they have yet not given 
so definite a method as to how this is to 
be accomplished. Since the change to be 
wrought is so great, it is perhaps well for 
its promoters not to attempt to outline a 
definite method for their much more radical 
movement, but rather to allow future de- 
velopments to determine what their methods 
shall be. At the present time a few coal, 
oil, and railroad magnates are doing more to 
determine socialistic methods in America 
than all the rest of the world together. 
Apart from method what can in fairness be 
said of a scheme of social organization which 
proposes community ownership of all the 
means of production and transportation, 
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and community management of all indus- 
trial operations? Several observations are 
pertinent. 

The spirit of socialism is all that can be 
desired in an industrial organization. The 
absence of selfishness which is the soul of the 
competitive system with all its evils, com- 
mends the proposition for community co- 
operation. It is an ideal which might have 
been inspired by the teachings of the Naza- 
rene. Possibly it is too high an ideal for the 
human animal, and will for that reason be 
refused a place, as other high ideals of the 
Nazarene have been rejected for nearly two 
thousand years. The spirit of socialism if 
applied would correct the monstrous in- 
justices of the competitive system without 
changing ownership or power of control. It 
would change the motive of all industrial 
activity from profit for the individual to 
welfare for all. This spirit however is not 
that namby-pamby parentalism which would 
say to a portion of society, ** now you sit down 
in the shade, or go out and play games, we 
will do the work and look after your wants." 
It is rather that sturdy spirit which says to 
every man **you shall be provided with an 
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opportunity to make a living." To the 
laboring man it says, **you shall be provided 
with an opportunity to make a living for 
yourself without first being compelled to 
contribute to the living of capitalists 
and landlords." It would say to these 
capitalists and landlords, **you shall be 
provided with an opportimity to earn your 
living as other men earn theirs, but you shall 
no longer get your living and more by taking 
it through some slick scheme out of the pro- 
ducts of other men's toil." The spirit of 
socialism would give to every man a fair 
show in life with all other men. 

To those who do not distinguish between 
socialism and communism, the socialist 
proposition seems to be destructive of in- 
dividual ambition. Communism would be, 
but socialism would not only give the in- 
dividual a much fairer opportunity than he 
now has, but would also furnish a thousand- 
fold more inspiration than is furnished by 
the monstrous hybrid between monopoly 
and competition. Few men to-day have 
true inspiration in their industrial life. It 
is rather a slavish hustle. Most men are 
moved by a slavish necessity. There is no 
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general real inspiration. There never can be 
where there is no equality of opportunity. 
Give a man a chance and he is inspired. 
Destroy his chance and he is stupefied. 
Communism means common ownership not 
only of the means of production but also 
common ownership of the wealth produced. 
Such a scheme would destroy individual am- 
bition. But socialism, while proposing com- 
mon ownership of the material instruments 
of production, would use this common owner- 
ship as a means to an end, the end being such 
a division of social income as will insure 
to every man as nearly as possible the 
results of his efforts. Such an adjustment 
necessitates distribution by common au- 
thority, but it does not necessitate an equal 
share to all. This would be next door to 
conmiunism, and would be destructive of 
individual ambition and development. Dis- 
tribution by common authority can, however, 
be placed on some rational basis of merit, 
which most assuredly will produce results 
a thousandfold more equitable than are now 
produced by the existing irrational process, 
if not ideally just. A basis can be worked 
out by experience which will aim at giving 
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to every man the product of his own labor, 
which the present method does not pretend 
to do. If, under a social organization which 
required distribution by common authority, 
those to whom the distribution should be 
entrusted should adopt some method of 
dividing wealth as it is being divided this 
minute, they would need to call on the 
military forces to protect themselves from 
a righteously outraged mob. 

Neither of these two propositions for the 
improvement of social conditions is a perfect 
scheme, but what is claimed for them here 
is that they are the only propositions now 
before the world which put the social sur- 
geon's knife where it ought to be, and cut 
the bonds of private ownership of natural 
agents at least. During the entire history 
of this country the institution of ownership 
has received almost no attention in com- 
parison with its importance. With some 
slight modifications we have accepted the 
ideas of ownership inherited from the 
Europe of the past. In what fields and 
to what extent public ownership should pre- 
vail has never been seriously considered by 
us as a people. When the government was 
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oi^ganized it was thought that the means of 
communication was too important a matter 
to be entrusted to private individuals, so the 
postal business is owned by the public. 
Transportation of goods was left to private 
enterprise^ but because express companies 
are unreasonable in their charges the people 
are now talking about the ** parcels post," 
which means public ownership of an express 
business. Since the means of making all ex- 
changes of goods and services ought always 
to be exactly what it appears to be, the 
coinage of money is too important a matter 
to be entrusted to private enterprise man- 
aged for personal profits, so the public owns 
the mints and controls the currency. During 
the last century the importance of general 
education was so generally recognized that 
the people demanded that this should no 
longer be left to private enterprise or to 
church care, so we have our public-school 
system, that monumental evidence of what 
the people can do for themselves when they 
really imdertake to do something. The pub- 
lic highways are a further illustration of 
public ownership where the welfare of the 
people would have been jeopardized if own- 



The Source of Improvement 175 

ership of the highways had been left in the 
hands of private individuals or corporations. 
These are simply examples of what the people 
are now doing through public ownership, 
and point out the source of permanent 
improvement. How far public ownership 
should be carried must be determined by 
future developments. 

After feeling the touch of the power of 
monopoly the gray matter of the thinking 
public is quietly at work along the lines of 
public control, or of possible public owner- 
ship, and it leads to such radical conclusions 
that many of those who have gone far 
enough to draw conclusions only dare whisper 
them for fear of being called socialistic or 
revolutionary. Conclusions favoring public 
ownership of all municipal utilities, of rail- 
roads, of telegraph and telephone, of express 
business, coal mines, etc., are, however, be- 
ing freely and emphatically expressed. But 
why stop here? 

Private ownership in almost all fields of 
business enterprise has been left unques-* 
tioned so long that any encroachment by 
the government upon the domain of private 
enterprise is met by the assertion that this 
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is illegitimate interference, that this is not 
the business of government, etc. Men talk 
about government as if it were something 
extraneous to themselves, something foreign, 
some agency which is employed for some 
uncertain and undefined purpose. The func- 
tion of government most common in the 
minds of the people, and the only one in the 
minds of many, is that of defence, protection 
from foreign foes, or the protection of the 
individual in his rights. This is narrow. 
The function of government, democratic 
government, can be exactly what the people 
choose to make it. Government is their 
means to some common end, to any end 
they may decide upon. If, instead of con- 
tinuing the lunatic chase for gold, the people 
should awake from their nightmare and 
decide to produce only so much wealth as 
would support all in decency and comfort, 
should make wealth a means to some high 
end instead of the end itself, if they should 
decide that the end should be life, com- 
pletest development, enjoyment of highest 
culture, it would be entirely within their 
province to do so. 
The preamble to the Federal Constitution 
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contains four words which sum up and state 
in splendid form the purpose of all govern- 
ment, namely, **to promote general welfare.'* 
Any government, of nation, state, or muni- 
cipality, which has any other purpose has 
no excuse for existence. The promotion of 
general welfare in its broadest, highest sense 
ought to be the platform of every public 
officiah If with any man it is not, he is 
imfit to be pathmaster. In a democratic 
form of government, which we have been 
supposed to be, the thing we call government 
is simply the means employed by the people 
to secure general welfare. It is a sort of 
machine for nation, state, or municipality, 
in form such as the people think best to 
adopt. Each machine must be operated; 
hence our public officials, men placed, sup- 
posedly by the people, in their positions of 
trust to operate these governmental ma- 
chines. If now these men, true to their 
trusts, have reasons to believe that in order 
to promote general welfare they must in- 
terfere with what is called private enter- 
prise, it is not only their privilege but it is 
their solemn duty to so interfere. The peo- 
ple's interests first, last, and always. 
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Every private business enterprise is a 
privilege granted by society to the individual. 
When a man establishes any business what- 
soever, whether it be industrial, mercantile, 
professional, or of some other sort, he enters 
into a contract with the rest of society. 
The charter of a corporation, for example, 
is a partial formal contract between the 
corporation and the people. A contract, 
however, is not necessarily a formal, written 
document. A man does not necessarily go to 
society's official representatives and formally 
ask for the privilege of establishing a 
business, but he nevertheless accepts the 
well-known conditions upon which he may 
establish it, and so tacitly he enters into a 
contract. In every such contract society is 
one of the contracting parties, and always the 
superior party, the party who confers all 
privileges, who confers all privileges on cer- 
tain conditions, however, and agrees on its 
part to protect the individual in the enjoy- 
ment of the privileges conferred. On the 
other hand those who receive the privileges 
and protection put themselves imder certain 
obligations to the public. Men often forget 
these obligations ; they forget their own help- 
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lessness. They forget that every business is 
absolutely dependent upon the patronage of 
society. Society can dispense with any busi- 
ness man without a ripple. But no business 
man can dispense with society. The man who 
thinks otherwise will be converted from the 
error of his way if he will go to some desert isle 
and there undertake to establish a business 
through his own self-sufficiency. Many men 
not only forget their helplessness, and repudi- 
ate the idea of obligation to society, but they 
assume that society on the other hand is 
under obligation to them for favors con- 
ferred. Yes, there is social obligation so 
long as a man conducts his business with 
fairness to the public, and seeks only a fair 
compensation for himself. Under such cir- 
cumstances there is mutual obligation. But 
when a man undertakes to loot the public 
by buying or stealing franchises, or by stock- 
watering processes, or by any other means 
whatsoever, he has forfeited all claim to 
consideration on the part of the public. It 
is then time for him to be dispossessed of his 
business privileges. In these days of great 
wealth-concentration at one end of the social 
scale, arranged on the basis of possessions, 
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and of widely extended poverty at the other 
end, in these days when competition in many 
important fields of industry is dead beyond 
resurrection, and combination of interests 
securing monopolistic power in greater or 
less degree prevails, it is fast becoming the 
duty of public officials to decide what 
enterprises in their jurisdiction shall remain 
in private hands and what shall be owned by 
the public. This is the issue soon ahead of us. 
That it must be met, there is no reasonable 
doubt. In municipalities the issue is upon 
us. Just where the line between private and 
public ownership at the end of the next 
quarter of a century will be drawn it is 
impossible to say, but one thing is evident: 
The temper of the people towards private 
monopoly is such that its power will be de- 
stroyed before this issue is ever permanently 
settled. When all the people know what 
they are being subjected to through this 
power, and the enormous advantages to 
themselves in public ownership of enterprises 
now monopolized, they will never rest 
until the matter is corrected. 

The present indications are that the people 
will first undertake to regulate the power of 
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monopoly. We are now fairly entered upon 
this phase of the transition, the change 
in industry from monarchism to democracy, 
which we are supposed to have in govern- 
ment. Democracy in government and mon- 
archism in industry cannot live together 
always. The inconsistency is too great. 
The attempt at regulation is seen in the wave 
of anti-trust legislation which has swept 
over the coimtry in the last decade or two; 
in the establishment of the Interstate Com- 
merce Commission and the later increase of 
its powers; in the establishment of the 
Department of Commerce and Labor, with 
its almost unlimited powers of inquiry; 
in the recent state and national legislation 
to control railroad rates; in the effort to 
supervise the production and sale of drugs 
and food products; in the movement to 
limit charters and franchises to a term of 
years ; in many other more or less important 
efforts at regulation in all parts of the 
country. This movement is also seen in the 
mass of current literature expressive of 
public sentiment demanding governmental 
control of enterprises where private mo- 
nopoly is now king. 
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It is very doubtftil whether the people 
fully realize at this stage of the transition 
what regulation of monopoly really means, 
if ownership is left in private hands. The 
prizes to be secured through monopoly 
are so great that not only the unscrupulous 
man, but also the man educated to think 
that legality and justice are one and the 
same thing, and the man with conscience 
calloused by familiarity with prevailing 
business methods, will resort to almost every 
conceivable subterfuge for the sake of se- 
curing them. The methods now employed 
by many men are subversive of government, 
anarchistic. Such men are our most dan- 
gerous anarchists. Remembering the weak- 
nesses of men, remembering also how firmly 
monopoly is intrenched in special privileges 
conferred by the government through tra- 
ditional and legalized institutions, one has 
small ground for hope in public control 
of the monopolistic power of any important 
enterprise so long as the ownership is left 
with the individual. Possibly it can be 
done, but the means of accomplishing it 
would be as revolutionary as the transfer 
of ownership. All monopolistic power is 
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built upon special privileges. These special 
privileges are chiefly of four forms — fran- 
chises, patents, tariff protection, and land 
tenure laws. To destroy all monopolistic 
power and still leave ownership in private 
hands means not only a revolution of our 
patent laws, not only the abolition of fran- 
chise-giving, not only the abolition of all 
tariff protection, but also a revolution in 
our land tenure system. This is the sort 
of a revolution one is advocating when he 
advocates effectual public control of all 
private monopolies. Any effective scheme 
for control must embrace some radical 
change in the control of natural agents, 
since all monopolies of any great strength 
have their feet on the ground. The right 
to put their feet on the ground is given 
by the people in the form of franchises to 
use the ground, or in the form of titles to 
own the ground. Control of natural agents 
is the key to the situation. Effective con- 
trol of these agents is exactly what is gained 
by ownership. Ownership is sought for the 
sake of control. Effectual public control 
destroys the value of private ownership. 
However, only through the destruction of 
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the value of ownership to the individual can 
effectual public control of natural agents 
be secured. Effectual control is virtual 
ownership. 

Any attempt at regulation of monopo- 
listic power leaves the same set of men in 
the management, with exactly the same 
end to be gained, and by substantially the 
same methods. This means continual ap- 
peals to the courts, which is always expen- 
sive, but the expense might be borne perhaps 
without serious complaint if we could always 
depend upon the courts. One of the blots 
on the American Commonwealth is the sale 
of court decisions for personal friendship, 
for political purposes, and, as we are com- 
pelled to think, sometimes for material com- 
pensation. Furthermore it often happens 
that would-be courts of justice are pre- 
vented from being such by obsolete 
constitutions, state and national, and by 
laws made in conformity with them — 
constitutions made for dead generations. 

It is very doubtful whether the people, 
when they come to fully understand that 
effectual control is in ownership only, will 
be content with anything short of public 
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ownership of all monopolized industries. 
This is certainly the most direct and most 
effectual method of promoting general wel- 
fare through industrial life. How far public 
ownership ought to be carried cannot be 
determined at any time for any future time. 
The principle, however, has been settled, 
that in those fields of activity where public 
welfare demands it ownership should be 
lodged in the hands of the public. This 
principle was acted upon by the founders 
of our government. Nothing has ever been 
done to limit its application. True its 
application has never been much extended 
for the simple reason that during the most 
of our history there has been no real need 
for extending it. But the last quarter of a 
century has brought the imperative demand. 
General welfare is not being promoted in a 
degree at all commensurate with the vast 
wealth produced. At present the applica- 
tion of this principle would establish public 
ownership at least of all municipal utilities, 
of the railroads, of the telegraph and the 
telephone, of express business, of all coal 
fields, of iron and copper mines, of the oil 
fields, of the forests, and of all other natural 
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agents necessary to general welfare and which 
are so located that they can be owned 
and controlled by individuals. As fast as 
competition is buried in a grave dug by 
monopoly, ownership must be put into the 
hands of the people. The motive of opera- 
tion must be changed from private profit to 
general welfare. Only when this change has 
been wrought will a fair and equitable distri- 
bution of the products of industry be secured. 



SUMMARY OF CONCLUSIONS 

1 . The methods of business and the meth- 
ods of producing wealth have been revolution- 
ized. This necessitates a revolution also in 
the methods of distribution of wealth. 

2. Land-rent, the return for the use of 
natural agents, as an agency of distribution, 
takes a portion out of social income and gives 
it tmder various names, such as "rent," 
"interest,*' "dividends," to landlords who 
do nothing for society in return for it. They 
secure it through private ownership of 
natural resources. 

3. Land-rent is produced by the increase 
of population and the development of society. 
Resulting from social growth it ought to 
be devoted to social purposes, primarily to 
defraying the expenses of government. 

• 4. Interest, paid for the use of capital, 
as an agency of distribution, takes a portion 

187 
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out of social income and gives it under va- 
rious names, such as ''interest," ''dividends," 
"rent," to the owners of capital, but it makes 
no discrimination between the man who has 
the moral right to his capital and the man who 
has no moral right to his capital. It makes 
no distinction between the man who earns and 
the man who inherits, between the man who 
produces and the man who steals. 

5. Profits, as herein defined, secured in a 
field of competition, are a gratuity to those 
who get them; secured through monopoly, 
stock gambling, rebates, or other dishonor- 
able means whatsoever, they are not merely a 
gratuity, but they are also the spoils of rob- 
bery. Logically profits belong in the form of 
wages and salaries to those who perform all 
services in industrial operations, since they 
produce all wealth included in profits. 

6. Wages, including salaries, paid as 
compensation for services in industrial opera- 
tions, are utterly inadequate as an agency 
of distribution to determine the workers' 
share of social income. The wage system, 
originating in the workers' necessity, is only 
the step out of legal into economic slavery, 
making the workers dependent on the owners 
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of the instruments of production for the very 
means of existence. 

7 . The present method of distribution pro- 
duces two classes of social parasites, tramps 
and the idle rich, and reduces our wage- 
earning people to the condition of economic 
slaves by compelling them to contribute to 
the living of the owning classes before they 
are permitted to earn a living for themselves. 

8. The "labor problem" is such a read- 
justment of the worker's relation to natural 
agents and all other instruments of produc- 
tion as will enable him to earn a living for 
himself without first being compelled to 
contribute to the living of landlords and 
capitalists. 

9. Social income consists of values inher- 
ing in goods produced by deliberate effort 
of men and of values inhering in natural 
agents produced by social growth. Those 
who through labor or other sacrifice make 
contribution to the production of values 
have a right to a portion of such values. 
Those who make no such contribution have 
no right to any portion of such values, unless 
perchance they receive them as compensation 
for services they have performed for society 
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or for individual members of society, and so 
receive them through what we have called 
the "second distribution." 

10. The highest right of ownership of 
goods and of values inhering in them is 
vested in their producer. The same thing 
can not belong at the same time to both the 
man who produced it and to the man who 
did not produce it. Rent, interest, and 
profits, as agencies of distribution, take the 
larger part of the values produced away from 
producers and give it to non-producers. 

1 1 . This social wrong cries out for correc- 
tion. The soiu*ce of permanent improvement 
lies in the direction of public ownership, which 
will transfer the power over distribution, 
which now rests with the individual owners of 
the means of production, to the hands of the 
people. Ownership is the key to distribution . 
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